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MONETARY POLICIES AND HOARDING IN PERIODS 
OF STAGNATION 


WILLIAM FELLNER 


I. ALTERNATIVE POLICIES 


following pages contain an anal- 
| ysis of the decision to hoard mon- 
ey, and they point to some of the 
limitations of monetary policies intended 
to revive private business activity in 
longer periods of “stagnation.” The 
monetary policies under consideration 
can be classed in four groups, assuming 
that rediscount rates have already been 
reduced to very low levels and reserve re- 
quirements lowered sufficiently to leave 
the banking system with substantial ex- 
cess reserves (so that the further reduc- 
tion of rediscount rates and the lowering 
of reserve requirements cannot be ex- 
pected to produce an appreciable stimu- 
lus in and of themselves). 

1. Central banks may buy securities 
from the public or from other banks and, 
by thus lowering interest rates, may hope 
to increase the volume of private invest- 
ment. The purchases in question will 
lower interest rates the more, the less 
dastic hoarding is to interest rates. If the 
demand for idle balances were perfectly 
dlastic, the policy would fail to produce 
any decline in the interest structure. 
Given any other (finite or zero) elasticity 


of hoarding to interest rates, the policy 
must lead to some increase in MV (unless 
investment is perfectly inelastic to in- 
terest); and this increase will be the 
greater, the greater the elasticity of pri- 
vate investment is to interest rates. In- 
elasticity of hoarding does not of itself 
imply elasticity of investment and vice 
versa. The fact that the demand for idle 
balances fails to increase as the interest 
structure declines would not of itself in- 
dicate that the rise in investment is sub- 
stantial per unit of decline in interest 
rates. 


2. The government may attempt to 
borrow from the public such amounts as 
would otherwise be kept idle, and it may 
attempt to increase MV by using these 
amounts for public investment. The pri- 
mary effect of Policy 2 on MV also de- 
pends on the elasticity of hoarding with 
respect to interest rates, but in a differ- 
ent way than does the effectiveness of 
Policy 1. The increased supply of govern- 
ment securities will induce the public to 
buy securities with money which other- 
wise would have been hoarded (rather 
than used for other purposes) only if the 
demand for idle balances decreases with 
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declining security prices, that is, is elastic 
with respect to interest rates. If idle bal- 
ances are perfectly inelastic (or positively 
sloped) to interest, the policy is complete- 
ly ineffective; the higher the (negative) 
elasticity,’ the greater, ceteris paribus, is 
the effect on MV. The primary effect 
on private investment of an increase in 
interest rates is, of course, the more un- 
favorable, the greater the interest elas- 
ticity of investment. But, if the demand 
for idle balances is negatively sloped (and 
the supply of money is not), the increase 
in public spending must outweigh the de- 
cline in private investment. Given a 
primary increase in MV, the secondary 
stimulus to private investment outlays 
depends on the quantity of privately pro- 
duced goods delivered to the government 
sector (including its employees) and also 
on the further repercussions of this rise 
in the demand for privately produced 
output. 

3. The government may borrow from 
the commercial banks such amounts as 
would otherwise constitute excess re- 
serves (or, generally speaking, would oth- 
erwise not exist as “money”’), and it may 
attempt to increase MV by using these 
amounts for public investment. Just as 
Policy 2 is ineffective if the idle balances 
of the public are inelastic to interest rates, 
the policy considered here is ineffective 
if the excess reserves of the banks (and the 
reserve ratios actually maintained) are 
inelastic to interest. In this event the 
banks buy government securities instead 
of buying other securities rather than in- 
stead of maintaining excess reserves. In 
order for this policy to have an effect on 
MV, the banks must, as a consequence of 
the increased supply of government se- 
curities, create new money. The effect 
of this policy on private investment de- 


* L.e., the higher the elasticity, assuming that the 
demand curve for idle balances is negatively sloped. 
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pends on the same circumstances as that 
of Policy 2. 

4. The government may borrow di- 
rectly or indirectly from the central 
bank(s) and, by spending the amounts 
borrowed, may increase MV. If direct 
borrowing is legally prohibited or politi- 
cally not feasible, the government may, 
in co-operation with the central bank(s), 
combine Policy 1 with Policy 2 or Policy 
1 with Policy 3, or it may combine the 
purchase of gold with Policy 2 or 3, thus 
borrowing from the central bank(s) via 
the public or via the commercial banks. 
The effect of this policy on MV is not de- 
pendent on the interest elasticity of idle 
balances or of the reserve ratios actually 
maintained by commercial banks. The 
central banking system, if it supports 
the government policy, may be relied 
upon not to decrease its other invest- 
ments when buying securities or gold. 
Given the primary effect on MV, the 
stimulus to private investment depends 
on the same circumstances as under Pol- 
icies 2 and 3. 

As may be seen, the effectiveness of 
the first three methods considered de- 
pends directly on the elasticity of liquid- 
ity provisions and of private investment 
to interest rates; and the stimulus to pri- 
vate investment provided by the last 
three methods can be a matter only of 
demands generated by a given primary 
increase in public investment. 

The point to be emphasized for the 
present analysis is that, if the interest 
elasticity of both liquidity provisions and 
private investment is small, the first 
three of the four policies considered will 
have little effect.2 The effect on MV. of 
the fourth policy mentioned does not de- 


? It will be argued that the demand for idle bal- 
ances may even be positively sloped to interest 
rates. In this event the primary effect of Policies 2 
and 3 may be deflationary. 
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nd on the elasticities in question. How- 
ever, while the fourth policy always pro- 
duces a primary increase in MV, its in- 
herent weakness from the viewpoint of a 
private-enterprise economy may be char- 
acterized by the statement that it cannot 
be expected to remove two of the main 
characteristics of a protracted depression, 
namely, the “abnormally” low level of 
private investment and the “abnormal- 
ly” high private lending potential. The 
high lending potential constitutes a men- 
ace if it is carried into periods in which, 
as a consequence of substantial public in- 
vestment activity, economic resources 
are reasonably fully employed; it might 
then be impossible to counteract a sud- 
den inflationary “‘explosion”’ and a subse- 
quent acute depression. The other nega- 
tive property of the policy under consid- 
eration—namely, that it cannot be relied 
upon to produce a high level of private 
(nongovernment) output—is shared by 
Policies 2 and 3. Barring the possibility 
of successful “pump-priming,” private 
business activity will be stimulated by 
these policies in the long run only to the 
extent to which the government-oper- 
ated sector continues to be a buyer of 
private output. Moreover, this stimulus, 
instead of being strengthened by a last- 
ing “‘pump-priming”’ effect, may easily 
be weakened by unfavorable repercus- 
sions. 

If the trend toward increased hoarding 
during stagnant periods is interpreted 
adequately in the subsequent pages, 
there is a presumption that in these peri- 
ods the elasticity of the demand for idle 

ces, and also that of private invest- 
ment, to rates on money loans is small in 
the relevant range of these rates. This 
would mean that borrowing operations 
from the public or from the banks might 
hot lead to any considerable decline in 

ding; and security purchases, while 
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being effective in reducing interest rates, 
might not produce any considerable 
amount of private investment. A com- 
bination of these two policies—or any 
combination of policies that amounts to 
the financing of government investment 
by central banks—would raise the aggre- 
gate money flow and also the aggregate 
of private and public economic activity. 
But the rise in private economic activity 
might be small and might depend on con- 
tinued and substantial public invest- 
ment. It does not follow, of course, that 
policies of this type should not be used 
or that other measures of a more funda- 
mental character would be more success- 
ful in leading a chronically depressed 
economy “back to normalcy.” But 
doubts arise as to the ability of a private- 
enterprise economy to survive a sequence 
of long periods characterized by a genu- 
ine tendency toward depression and by 
the impossibility—“‘economic”’ or “polit- 
ical”—to remove the more fundamental 
causes of that tendency. These causes 
may be seen in the failure of the cost 
structure to adjust itself to changed con- 
ditions; or, alternatively, in the absence 
of external stimuli which would lead to 
favorable profit expectations, given the 
actual behavior of the cost structure. 

A chronic depression tendency should 
not be forecast for the post-war period 
merely because it prevailed in this coun- 
try during the 1930’s. It seems to the 
writer that the presence or absence of 
such a tendency after the war will depend 
largely on whether it will be possible to 
create a reasonably integrated world 
economy. If, however, chronic depres- 
sion tendencies should characterize the 
post-war “long-run” period, the typical 
expansionary monetary policies may be 
quite insufficient to restore a satisfactory 
level of private business activity. At the 
same time some of the more thorough- 
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going measures directed at rigidities of 
the cost structure are incompatible with 
what is felt to be political and economic 
freedom. But this need not be true of all 
measures falling in this category. The 
relation of different policies directed at 
the cost structure to the broader prob- 
lem of political and economic freedom de- 
serves more attention than it usually re- 
ceives. 


Il. TYPES OF HOARDING 


The border line between the various 
types of money balances cannot be 
drawn precisely; yet it seems convenient 
to make the following broad distinctions. 
A working balance is an amount of mon- 
ey the owner would continue to hold even 
if he knew with certainty that the capital 
value of “‘perfectly safe” securities would 
remain unchanged. The public’s willing- 
ness to hold money would in these cir- 
cumstances result exclusively from the 
fact that the expenses and the inconven- 
ience involved in buying and selling se- 
curities outweigh the yield unless the 
period over which the securities are held 
exceeds a certain minimum length. Bal- 
ances other than working balances (i.e., 
“hoards” in the narrower sense or “‘idle”’ 
balances) would not be held if the owner 
were certain that security prices could 
not decline. This is true of both cate- 
gories of idle balances to be distinguished 
presently. 

Hoards in the narrower sense may be 
divided into contingency (or precaution- 
ary) balances and speculative balances. 
The speculative balances are those which 
the owner would continue to hold even 
if he were certain that he would not 
spend them for commodities or services 
within a period during which a ‘‘perfectly 
safe’ security (“now” obtainable) will 
have matured. In other words, specula- 
tive balances are held because a decline in 
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security prices in the near future (suffi- 
ciently great to outweigh the yield tem- 
porarily foregone) seems probable enough 
to justify postponing the purchase of se- 
curities. 

Contingency (or precautionary) bal- 
ances are those hoards in the narrower 
sense for which the owner would buy se- 
curities if he were certain that he would 
not spend the money for commodities 
and services before he covi'd get his mon- 
ey back from a potential vorrower. These 
balances are held because the owner, who 
may be a producer or a consumer, may 
want to use them for the purchase of 
commodities or services at some future 
date and because security prices may de- 
cline between “now” and that future 
date. Were it not for the first of these 
two reasons, no contingency reserve 
would be needed and the balance would 
be held only if the speculative intention 
of buying securities later and cheaper 
were present; and, were it not for the 
second of the two reasons, the contin- 
gency reserve would be held in the form 
of a security portfolio rather than in the 
form of a money stock. 

To interpret the low velocity of money 
in longer periods of depressed business 
activity mainly in terms of speculative 
hoarding—as is done in the Keynesian 
theory—implies that, during the periods 
under consideration, a rise in net rates of 
interest is typically felt to be likely in the 
near future. Speculative hoarding is a 
consequence of the fact that a rise in in- 
terest rates appears to be sufficiently 
likely to make the hoarder believe that, 
by postponing the purchase of securities, 
he will be able to “save” on their prices 
more than what he loses by foregoing the 
yield for some time. Hoarding of this 
type could occur even if the entrepre- 
neurial profit expectations expressed by 
the “marginal efficiency schedule’’ were 
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maintained with certainty. Consequent- 
ly, the theories placing the emphasis on 
speculative hoarding usually conceive of 
entrepreneur expectations as being dis- 
countable for risk; and they define the 
marginal efficiency schedule so as to have 
it express these discounted values (or 
“certainty equivalents”). These theories 
imply that, as long as the marginal effi- 
ciency of capital remains positive, suffi- 
ciently low interest rates on money loans 
would always produce a high rate of in- 
vestment; but they assume that interest 
rates are sticky in the downward direc- 
tion because, as the interest structure de- 
dines, the demand for speculative bal- 
ances rises significantly. If at low levels 
of the rates on money loans there is a 
high probability that a rise in these rates 
(ie., a fall in the prices of safe securities) 
will outweigh the low yields themselves, 
security purchases will be delayed and 
new hoarding will occur even if the low 
security yields in question are expected 
with certainty. In these circumstances 
the uncertainty resulting in the mainte- 
nance of idle balances is an uncertainty 
relating to capital values, not to incomes. 
The “discounting for risk” shifts into the 
background or even assumes away the 
potentiality of future producers’ losses 
and, generally speaking, the contin- 
gencies of producers and of consumers; 
and the reasoning is based on the hypoth- 
esis that the likelihood of a rise in inter- 
est rates (in the near future) appears to be 
high to the typical hoarder who, not be- 
ing a contingency hoarder, may be as- 
sumed to know that he is not going to 
spend his hoards for commodities and 
services, 

The theory of speculative balances 
may contribute importantly to the prop- 
er understanding of hoarding in certain 
penods of cyclical development. The 
validity of the hypotheses on which the 


explanation rests cannot, strictly speak- 
ing, be proved or disproved, because 
these hypotheses relate to psychological 
processes. Serious doubts may, however, 
be expressed as to whether it is realistic 
to attribute the low velocity of money in 
longer periods of “stagnation” mainly to 
the circumstances stressed by the theory 
of speculative balances. These periods 
are usually characterized by a downward 
trend of interest rates (which, e.g., was 
quite marked during the 1930’s). There 
is little plausibility in the assumption 
that in these periods the chances of spec- 
ulative gains through rising interest rates 
typically appear high to the public. For 
periods of protracted depression it seems 
much more plausible to assume that the 
likelihood of producers’ contingencies ap- 
pears to be high and that an increased 
likelihood of producers’ contingencies 
gives rise to an increased demand for idle 
balances even though the probability of a 
rise in interest rates appears to be small 
(but greater than zero). In other words, 
it seems logical to argue that in periods of 
protracted depression the public in- 
creases its hoards not because the prob- 
ability of rising interest rates has in- 
creased but because the probability of 
contingencies has risen substantially and 
the probability of rising interest rates 
(i.e., of falling security prices) has not de- 
clined to zero. The hoarding under con- 
sideration is more likely to be contin- 
gency hoarding than speculative hoard- 
ing because, in periods marked by a con- 
sistent downward trend of the interest 
structure, speculative hoarding would 
have to rest on contra-trend expecta- 
tions. The rise of long-term rates in rela- 
tion to short-term rates, which is char- 
acteristic of these periods, can also not 
generally be interpreted to express in- 
creased probability of a rise in interest 
rates in the near future. This would be 
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a correct interpretation only if the likeli- 
hood of contingencies requiring a money 
stock remained the same. If the likeli- 
hood of contingencies increases signifi- 
cantly, the owners of funds shift from the 
long-term market to the short-term mar- 
ket and from both these markets to idle 
deposits, even though the assumed prob- 
ability of rising rates may have declined 
(as long as this probability does not de- 
cline to zero). We now turn to the prob- 
lem of entrepreneur expectations and to 
an analysis of the “contingencies” which 
may induce producers to maintain idle 
balances. 


Ill. ENTREPRENEUR EXPECTATIONS AND 
PROBABILITY JUDGMENTS 


Statements relating to the schedule of 
the marginal efficiency of capital—and 
generally speaking to the magnitude of 


expected income—imply that expecta- 


tions can be reduced to single values 
(which may be different for different 
values of some other variable). Expecta- 
tions, however, are not single valued in 
reality. Whether they “can” or “‘can- 
not” be reduced to single values (for giv- 
en values of some other variable) depends 
on the character of the problem one is 
dealing with. A profitable approach to 
the problem of hoarding must not imply 
that single values can be substituted for 
the actual income expectations of entre- 
preneurs.* 

3 As to problems arising in this connection see 
H. Makower and J. Marschak, “Assets, Prices, and 
Monetary Theory,” Economica, August, 1938, 
where, on p. 271, some of the earlier literature will 
be found listed; J. Marschak, “(Money and the The- 
ory of Assets,” Econometrica, October, 1938; G. L. 
S. Shackle, Expectations, Income and Invesiment (Ox- 
ford, 1938), and ‘The Nature of the Inducement to 
Invest,” Review of Economic Studies, October, 1940; 
A. G. Hart, “Uncertainty and the Inducement To 
Invest,” Review of Economic Studies, October, 1940, 
“‘Anticipations, Business Planning, and the Cycle,” 
Quarterly Journal of Economics, February, 1937, An- 
ticipations, Uncertainty, and Dynamic Planning (Chi- 
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The main difficulty inherent in the 
problem of entrepreneur expectations is a 
consequence of the fact that they are 
neither single valued nor frequency dis- 
tributions in the ordinary sense.‘ Con- 
sequently, the probability calculus, as de- 
fined in statistics, is inapplicable to this 
problem. As is always the case in condi- 
tions like these, the difficulty leaves one 
a choice between one of two procedures. 
One may refrain from using the exact (or 
quantifying) method, recognizing that 
the problem, as it presents itself in real- 
ity, is not capable of being solved by this 
procedure. Or, alternatively, one may 
simplify the problem in such a manner as 
to render the “‘exact” method applicable, 
in which case the difference existing be- 
tween one’s simplified model and the real 
world has to be taken into account sepa- 
rately before conclusions are reached. It 
may be suggested that the problem of 
idle balances can best be approached by 
first conceiving of entrepreneur expecta- 
tions as probability judgments and by 
then taking into account the difference 
existing between the character of these 
forecasts and of probability judgments in 
the ordinary sense. The reason why this 
seems to be the most convenient ap- 


cago, 1940), and “Risk, Uncertainty, and the Un- 
profitability of Compounding Probabilities,” in 
Studies in Mathematical Economics and Econometrics: 
In Memory of Henry Schultz (Chicago, 1942); G. B. 
Sanderson, “A Note on the Theory of Investment,” 
Economica, May, 1941; A. J. Nichol, “Probability 
Analysis in the Theory of Demand, Net Revenue, 
and Price,” Journal of Political Economy, October, 
1941; Gerhard Tintner, “A Contribution to the 
Nonstatic Theory of Production,” in Studies im 
Mathematical Economics and Econometrics: In Mew 
ory of Henry Schults (Chicago, 1942), and “The 
Theory of Production under Nonstatic Conditions,” 
Journal of Political Economy, October, 1942; James 
W. Angell, Jnvestment and Business Cycles (New York 
and London, 1941). 

‘This problem may be considered the central 
theme of Professor F. H. Knight’s Risk, Uncertainty 
and Profit (Boston, 1921 (reprinted; London School 
of Economics]). 
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proach is of a partly psychological char- 
acter. Individuals actually think and ex- 
press themselves in concepts of probabil- 
ity when having to make up their minds 
in conditions to which the notion of prob- 
ability, in the ordinary sense, cannot be 
applied. At the same time they are aware 
of the fact that their forecasts are unreli- 
able to a degree to which true probability 
judgments are not, and they attempt to 
allow for this circumstance in one way or 
another. 

It is important to realize that the lack 
of reliability of the forecasts under con- 
sideration is a consequence of two phe- 
nomena which, while being conceptually 
distinct, are interrelated with each other. 
These phenomena may best be illustrated 
with reference to a probability model. 
Entrepreneurs (or their managers) make, 
as it were, a forecast concerning the life- 
time of an individual belonging in an ani- 
mal species for which there are no satisfac- 
tory statistics. The entrepreneur has no 
experience with the species, although he 
has experience with related species; aside 
from this, he has to act on a forecast re- 
lating to a single case or, at best, to a 
small number of cases. In other words, 
the individual case under consideration 
does not belong in a homogeneous uni- 
verse of actual cases of which it would be 
true that the single cases belonging in the 
universe are identical, except for prop- 
erties, the effect of which on the outcome 
tends to cancel out for aggregates con- 
taining increasing numbers of individual 
cases. Moreover, entrepreneurs are also 
in no position to disregard the differences 
between individual cases because a small 
number of unfavorable outcomes may 
force them to give up the “game.” These 
two conceptually distinct circumstances 
are interrelated with each other because, 
if the single cases belonged in homogene- 
ous universes, insurance would have a 
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much wider applicability, and hence the 
individual entrepreneur could, in many 
instances, eliminate the risk arising from 
the dispersion around mean values. 

The procedure of splitting the fore- 
casts under consideration into a probabil- 
ity judgment and another constituent 
could then be rationalized as follows: 
First, the working hypothesis is made 
that numerous past cases (over which the 
experience of the forecaster extends) 
stand in some definite relationship to a 
hypothetical homogeneous universe con- 
sisting of many individuals like the one 
under consideration; and it is assumed 
that the forecaster has been able to ap- 
praise the effect on observed results of 
the deviations from homogeneity. Con- 
sequently, the entrepreneur has a fore- 
cast regarding the frequency distribution 
which would be established for the spe- 
cies in which the present individual be- 
longs if the experiment related to many in- 
dividuals belonging in this species. In 
reality the experiment always relates to 
one individual of a new species; conse- 
quently, the behavior of the entrepreneur 
depends on two factors in addition to the 
probability judgment in question. The 
two additional determinants of his be- 
havior are (a) the degree of confidence he 
has in his ability to translate his past ex- 
perience into terms of a homogeneous 
universe consisting of individuals such as 
the one now under consideration and (db) 
his attitude toward the risk arising 
through the dispersion around mean val- 
ues. Even if he had full confidence in his 
“probability judgment,” he would have 
to bear the risk of dispersion because his 
probability judgment is not shared by a 
sufficient number of other persons to 
render the risk insurable. 

Not much is gained by postulating a 
second set of probability judgments re- 
lating to the validity of the original judg- 
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ments and by carrying this procedure 
further back. The fact remains that all 
probability judgments of this character 
relate to hypothetical homogeneous uni- 
verses and not to observed ones. Conse- 
quently there always remains a residual 
that is not accessible to probability anal- 
ysis: it is necessary to appraise the ef- 
fects of deviations from homogeneity on 
observed results, in order to translate 
“fexperience”’ into terms of homogeneous 
universes. If a chain of probability judg- 
ments relating to probability judgments 
is postulated, the residual is carried fur- 
ther back, but it does not thereby be- 
come smaller. The final judgment can 
never be interpreted as a probability 
judgment alone; it always contains an- 
other constituent, too. 

The essential feature of the pattern of 
behavior here discussed is that it rests on 
the notion that certain possibilities are 
more likely than others but that it is nec- 
essary to take account of the unlikely 
possibilities, too. It is necessary to do 
this because the evidence on which the 
probability judgment is based is incom- 
plete: each case belongs to a different 
universe, and the individual can at best 
attempt to appraise the effect on the out- 
come of those factors in which these sepa- 
rate universes differ from one another. 
For this very reason the risk arising from 
dispersion around assumed mean values 
must also be borne by the individual en- 
trepreneur (or, more generally, by the in- 
dividual who makes a decision of this 
character). As a consequence of these 
circumstances the concept of the marginal 
efficiency schedule may easily become 
misleading. Mr. Shackle’s concept of the 
certainty equivalent of expectations is 
distinctly misleading. This concept im- 
plies that, while entrepreneurs have dif- 
ferent possible outcomes in mind, some 
definite (certain) expectation can be de- 
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fined which would induce them to make 
the same decisions which they actually 
make. In reality, taking account of sey. 
eral possible outcomes is the most funda- 
mental characteristic of entrepreneur be- 
havior. 


IV. SAFETY MARGINS AND CON- 
TINGENCY BALANCES 


The question may now be raised con- 
cerning the effect on the demand for idle 
balances of a change in “‘most probable” 
profit expectations. We may focus our 
attention to the case of a decline in most 
probable expectations, since we are main- 
ly concerned with an increase in hoard- 
ing. 

Assume that curve AY in Chart I ex- 
presses the most probable yield (rate of 
return) per unit of new gross investment! 
of a firm which may be taken as “repre- 
sentative” for the allocation of funds as 
between investment and hoarding. The 
most probable rate of return on new gross 
investment is expressed as a function of 
the amount invested. The horizontal line 
R shows the level of the interest rate at 
which the firm may borrow for invest- 
ment (or, if it finances itself, the oppor- 
tunity cost of not lending). In these cir- 
cumstances OL, is the scale of investment 
which is most likely to lead to profit max- 
imization. This scale is determined by 
the intersection of the marginal curves 
to AY and to R, respectively; that is, by 
the intersection of MY and of R. It does 
not follow, however, that the firm under 
consideration will invest OL,. Since we 
have assumed that the firm is representa- 
tive from our point of view, we must as- 
sume that it does undertake some 
amount of gross investment, although it 
is quite conceivable that certain invest- 
ment projects, judged likely to prove 


s In calculating this yield, commitments entered 
in the past are not to be counted as costs. 
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profitable, are not carried out on account 
of the entrepreneur’s attitude toward un- 
certainty. But even if we assume that 
the firm to which Chart I relates under- 
takes the investment in question, it must 
not be taken for granted that OZ, will be 
the amount invested. There are certain 
relatively unlikely events against which 
the safety margin is higher for scales 
other than OL,. Assuming that the dis- 
persion around mean values is the same 
for different scales, the safety margin 
against losses is higher for scale OL, than 
for any other scale if the losses are in the 
nature of “unexpected”’ (i.e., relatively 
unlikely) fixed costs; but the safety mar- 
gin is the highest for scale OL, if the un- 
expected losses are proportionate to the 
scale of investment. 

The first type of losses—those in the 
nature of fixed costs—are defined to be 
independent of the scale of operations; 
consequently, their potentiality does not 
affect the amount to be invested. The 
safety margin against these lump-sum 
losses appears to be the highest for the 
scale which is most likely to yield the 
highest total profits; and the highest ob- 
tainable safety margin is measured by 
the shaded rectangle, in 100 dollar units. 
The safety margin against losses which 
are proportionate to the amount invested 
appears, however, to be maximized 
where profits per unit of investment are 
most likely to be at a maximum. Had 
these “unexpected” losses been consid- 
ered more likely in advance, then the A Y 
curve would have been lower by a con- 
stant margin throughout its course. OL, 
tather than OL, is the safest scale if a 
priori unlikely shifts of this character are 
kept in mind; and the highest obtainable 
safety margin, expressed in “rate of re- 
turn units,” is measured by the vertical 
distance between the maximum point of 
the AY curve and the R line. 
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This consideration leads to the con- 
clusion that firms tend to invest on a 
scale lying between OL, and OL, but 
probably closer to OL, for the following 
reason. The relatively unlikely costs or 
losses may be either in the nature of 
fixed costs (i.e., independent of the scale) 
or in the nature of costs proportionate to 
the scale, or they may be of a mixed char- 
acter in this respect. It is probably true 
that the most important potentialities of 
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loss come closer to the proportionate type 
than to the fixed type;* consequently, the 
foregoing considerations in themselves 
lead one to expect that the typical scale 
chosen would lie between OL, and OL, 
and that it would lie closer to OL, than 
to OL,. 

There are two considerations, how- 
ever, which in somewhat exceptional cir- 
cumstances might invalidate this conclu- 
sion. The dispersion around mean values 
may be different for different scales of in- 
vestment, and in this event the investor 
may feel it to be safer to invest on a 
scale for which the margin between most 
probable yield and costs (including inter- 
est) is less than maximum, provided that 
the likelihood of yields falling short of the 
most probable one is judged to be smaller 
for such a scale. Moreover, it is con- 
ceivable that the investor may attribute 
a higher weight to relatively unlikely po- 
tentialities of gain than to relatively un- 

6 E.g., higher input prices or lower output prices 
than those appearing most probable. 
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likely potentialities of loss. The conclu- 
sion that the scale of investment lies be- 
tween OL, and OL, rests on the assump- 
tion that the scale is determined by most 
probable yields and by the potentiality of 
yields falling short of the most probable 
ones; yet the potentiality of yields ex- 
ceeding the modes may enter as a further 
determinant. We have seen that the po- 
tentiality of lower yields tends to reduce 
the scale of investment below OL,. The 
potentiality of yields exceeding the mode 
would in itself tend to increase the scale 
of investment beyond OL, because the 
point of intersection of R with a relative- 
ly unlikely marginal curve lying higher 
than MY is to the right of Z,. Assuming 
the same dispersion around mean values 
throughout the course of our curves, 
reasonably cautious investors will tend to 
invest on a scale lower than OL, (prob- 
ably closer to OL,), while investors with 
“speculative” inclinations might invest 
on a scale exceeding OL,. A sufficiently 
“speculative” investor might carry out 
an investment project even if the most 
probable yield is negative for all possible 
scales, since some (relatively unlikely) 
marginal curve lying above the most 
probable marginal curve (MY) will al- 
ways intersect with R. 

Yet, if “frontier” mentality is disre- 
garded, it is questionable whether the 
state of mind of the representative entre- 
preneur is ever adequately described by 
the statement that, in determining the 
scale of investment, he weights relatively 
unlikely’ favorable results more heavily 
than relatively unlikely unfavorable re- 
sults. As will be argued presently, the 
entrepreneur is objectively justified in at- 
tributing a high weight to the potential- 
ity of unfavorable results, not merely in 


7 The reader should be reminded that “unlikely” 
stands here for “appearing unlikely to the entre- 
preneur.” 
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deciding the scale of investment but also 
in making such further dispositions as 
may prevent his losses from becoming 
cumulative if the safety margins corre- 
sponding to his scale of investment prove 
to be insufficient. 

Whatever the scale of investment, en- 
terprises typically hold a stock of precau- 
tionary balances in order to provide for 
relatively unlikely potentialities. If all 
developments in the life of the enterprise 
correspond to most probable expecta- 
tions (or turn out to be even more favor- 
able), then the decision to hold these bal- 
ances proves to be unjustified (ex posi). 
Relatively unlikely unfavorable develop- 
ments may, however, justify the mainte- 
nance of a precautionary money reserve; 
and, aside from exceptional circum- 
stances, the entrepreneur has good rea- 
sons to attribute a higher weight to rela- 
tively unlikely unfavorable potentiali- 
ties than to relatively unlikely favorable 
potentialities. The most significant of 
these relatively unlikely, potential de- 
velopments is the following. The terms 
on which the enterprise is capable of bor- 
rowing money on the credit market may, 
as a consequence of unsatisfactory busi- 
ness results, deteriorate substantially; 
and security prices may decline at the 
same time. If these two developments 
happen to coincide, the enterprise is 
forced to liquidate unless it has a suff- 
ciently large money reserve at its dis- 


The losses arising from forced liquida- 
tion in the event of these unfavorable de- 
velopments have no equivalent counter- 
part on the favorable side unless the po- 
tentiality of exceedingly high gains is 
weighted heavily. The potentiality of 
low (or negative) yields from real invest- 
ment has a counterpart in the potential- 
ity of high yields within normal ranges 
around the most probable yield. The po- 
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tentiality of a decline in security prices 
has a counterpart in the potentiality of a 
rise in the prices of securities. Yet if, asa 
consequence of unfavorable business re- 
sults, an enterprise cannot rely on the 
credit market for financing itself (or can 
do so only on substantially deteriorated 
terms), and if at the same time the secu- 
rities constituting its contingency re- 
serves depreciate, then, in addition to the 
current business loss and to the capital 
loss on securities, a further loss arises as a 
consequence of the necessity to liquidate 
the enterprise under highly unfavorable 
circumstances. This further loss, which 
may be viewed as reflecting the imperfec- 
tions of the markets for used physical as- 
sets and for “good will,” introduces a 
cumulative element into the process start- 
ed by the coincidence of the loss of loan 
facilities with a decline in security prices; 
and normally this cumulative element 
has no equivalent counterpart on the 
favorable side. 

The foregoing argument is subject to a 
qualification which may have been sig- 
nificant in certain historical environ- 
ments but which probably is unimpor- 
tant in advanced industrial communities. 
Losses tend to become cumulative and, 
consequently, have no equivalent coun- 
terpart on the favorable side within a 
normal range around most probable re- 
sults; that is, within the range of possible 
results normally considered by entrepre- 
neurs. Yet the potentiality of such gains 
as would compensate for the potentiality 
of complete loss of all assets is disregard- 
ed (or assumed to be small) in this argu- 
ment. This becomes an important omis- 
sion only in conditions in which exceed- 
ingly high gains appear to be fairly prob- 
able and in which the psychological 
weight attached to complete loss is low. 
These conditions are characteristic of the 
type of environment usually associated 
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in this country with the frontier. In de- 
veloped industrial communities it is nor- 
mally true (a) that for short periods the 
probability of originally moderate losses, 
which through the reaction of the credit 
market may become cumulative, appears 
to be much greater than the probability 
of such gains as would be numerically 
equivalent with the loss arising from 
forced liquidation; and (6) that the psy- 
chological weight attaching to the dis- 
utility of “going out of business” is high- 
er than that attaching to the utility of 
exceptionally high gains. The first of 
these circumstances provides “‘objective”’ 
justification for asymmetrical measures 
taken in view of the potentiality of un- 
favorable rather than favorable surprise; 
the second circumstance tends to in- 
crease the effect of the first. Investing on 
a scale smaller than OL, and maintaining 
contingency balances are asymmetrical 
measures of this character. Within certain 
limits these measures are substitutes for 
one another: the safer the scale of in- 
vestment, the smaller the need for con- 
tingency provisions. 

It could be objected that the mainte- 
nance of contingency balances in a sense 
diminishes the most probable yield from 
investment because the costs of main- 
taining these balances become merged 
with other costs once the entrepreneur is 
unwilling to invest without incurring 
them. This is quite true, but ex ante it 
nevertheless seems necessary to distin- 
guish between the costs of contingency 
hoarding and other costs of the enter- 
prise. Profit expectations, as determined 
by gross income expectations and by ex- 
pectations relating to costs other than 
those of hoarding (as in Chart I), are the 
most significant determinants of contin- 
gency provisions. The maintenance of 
contingency balances then gives rise to 
further costs (interest) which also enter 
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into the determination of their size. But 
the amount of hoarding per unit of in- 
vestment has to become abnormally high 
for the interest costs of hoarding to con- 
stitute a significant item of deduction 
from total profits; the principal which is 
being hoarded is an important safeguard 
against contingencies for ranges of hoard- 
ing in which the interest costs of liquid- 
ity are of slight relative significance. 
These considerations justify disregarding 
the costs of contingency balances in the 
ex ante chart from which the safety mar- 
gins are read; they also tend to justify 
the assumption that contingency hoard- 
ing is rather insensitive to changes in in- 
terest rates within the usual ranges. 
Looking once more at Chart I, we ob- 
serve that safety margins of about 10 per 
cent are obtainable in the circumstances 
sketched there. On the scale OL,, the in- 
vestment, would prove profitable even if 
the rate of return were lower by almost 
10 per cent than the rate appearing most 
probable. It is, of course, possible to 
carry out the project on a scale for which 
safety margins are low (or even negative) 
and gambling chances relatively high. As 
has been pointed out, the actual scale of 
investment depends on the assumed dis- 
persion and on the entrepreneur’s atti- 
tude toward uncertainty as well as on the 
factors reflected by the chart; but, as a 
consequence of the objective and sub- 
jective factors previously discussed, it 
seems realistic to assume that, in condi- 
tions characterized by the chart, the 
scale actually chosen will typically be 
such as to leave substantial safety mar- 
gins against the various types of unfavor- 
able potentialities. This means that if 
under some impact the AY curves rise 
from low to high levels the competitive ac- 
tion of entrepreneurs will not normally 
lower them to such an extent, or raise in- 
terest rates to such an extent, as to prevent 
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the actually realized safety margins from 
increasing. 

It must, of course, be assumed that 
some entrepreneurs are in a less favor- 
able situation (and others in an even 
more favorable situation) than the “rep- 
resentative” entrepreneur to whom the 
chart relates. Conditions are never fay- 
orable enough to allow all investors to 
operate with high safety margins; hence 
we may array the universe of the invest- 
ors according to the safety margins that 
are available to them. In fact, the estab- 
lishment of short-run equilibrium presup- 
poses, in conditions reflected by Chart I, 
either that nobody is willing to invest 
with lower safety margins than those 
available to the enterprise in question or 
that the obtainable safety margins are 
lower for the marginal investment proj- 
ects. The circumstance that entrepre- 
neurs to whom high safety margins are 
available for certain scales of investment 
will actually invest on a scale for which 
these margins are high does not of itself 
indicate that they (or other entrepre- 
neurs with similar attitudes toward un- 
certainty) would drop their investment 
projects if the available safety margins 
were lower for all potential scales of in- 
vestment. We may know that an entre- 
preneur prefers scales of investment for 
which safety margins are high and the 
assumed need for contingency balances 
low to scales for which safety margins are 
low and the assumed need for contingen- 
cy balances high; but this leaves the 
question open as to whether, if high safety 
margins are not available, he prefers low 
safety margins with high contingency 
balances or a withdrawal from entrepre- 
neurial activities. Generally speaking, 
some would prefer the first, others the 
second, of these alternatives. If the situ- 
ation of the representative entrepreneur 
is characterized by Chart I, there always 
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will be a set of entrepreneurs who, in 
spite of the fact that the safety margins 
available to them are lower, will not go 
out of business. Whether these entre- 
preneurs will maintain higher contin- 
gency balances per unit of investment de- 
pends on their attitude toward uncertain- 
ty. Those whose attitude is identical in 
this respect with that of the representa- 
tive entrepreneur will tend to maintain a 
higher stock of contingency balances per 
unit of investment. 

Economically stagnant, periods are 
characterized by downward-shifted AY 
curves. A sufficiently far-reaching down- 
ward shift of the A Y curves for the entire 
array of entrepreneurs would reduce the 
available margins below the levels pre- 
viously obtained even if it were conceiv- 
able that money rates of interest should 
decline to the zero level. If, for example, 
after the downward shift, the situation of 
the representative enterprise can be ex- 
pressed by Chart II, then the safety mar- 
gins against the various types of unfavor- 
able potentialities necessarily become 
smaller, unless prior to the downward 
shift entrepreneurial mentality was suffi- 
ciently speculative to produce a typical 
(or “representative”’) scale of investment 
for which safety margins were much low- 
er than the available maximum margins. 
The safety margins corresponding to 
scale OL, or to scale OL, in Chart I are 
not available in the changed circum- 
stances, regardless of how far interest 
rates decline and. regardless of whether 
the degree of confidence in forecasts and 
the assumed dispersion have or have not 
changed. Even if the rate on money loans 
tended to zero, rather than to R in Chart 
II, the highest obtainable safety margins 
would still be smaller than was the case 
prior to the downward shift. For losses 
in the nature of variable costs the high- 
est obtainable margin would in this case 
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be measured, in “rate of return units,” 
by the vertical distance between the 
maximum point of the AY curve and the 
abscissa; and for losses in the nature of 
fixed costs it would be measured, in 100 
dollar units, by the shaded area. Both 
these magnitudes are smaller than the 
corresponding ones in Chart I. 

The consequences to be expected from 
a significant general downward shift are 
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therefore as follows: (1) Certain projects 
which otherwise would have been carried 
out will be dropped. (2) Other projects 
for which the (reduced) safety margins 
are still deemed to be sufficient will be 
carried out; but, on account of the in- 
creased risk of loss, precautionary bal- 
ances per unit of investment will be in- 
creased and the demand for long-term 
securities will decline in relation to the 
demand for short-term securities. (3) 
The increased demand for precautionary 
balances per unit of investment will di- 
minish the extent to which interest rates 
(especially long-term rates) decline, and 
the increased risk involved in lending will 
reinforce this effect for “risky”’ securities. 


Vv. SUMMARY AND RESTATEMENT 


In the preceding sections the attempt 
was made to state and to justify the as- 
sumptions of the analysis in some detail. 
The conclusions can now be restated 
briefly. 
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If all entrepreneurs had an identical 
attitude toward uncertainty—the repre- 
sentative attitude in a developed modern 
economy—it would be true that marginal 
entrepreneurs® would be operating with 
small safety margins and relatively high 
contingency balances, while inframar- 
ginal entrepreneurs would be operating 
with high safety margins and relatively 
low contingency balances. This is a con- 
sequence of the fact that, within an im- 
portant range of potential constellations, 
higher safety margins and lower contin- 
gency balances are preferred to lower 
safety margins and higher contingency 
balances, whereas lower safety margins 
and higher contingency balances are 
usually preferred to the abandonment of 
entrepreneurial activities. It follows that 
a change reducing the available safety 
margins for the entire array of firms, and 
thus bringing the representative entre- 
preneur closer to the marginal, increases 
the average demand for idle balances per 
unit of investment (i.e., decreases veloc- 
ity). A-so-called “leftward” shift of “the 
marginal efficiency schedule of capital” 
is a change of precisely this character. 
The simplification involved in the con- 
cept of ‘‘the” marginal efficiency sched- 
ule tends, however, to obscure this fact 
and thereby leads to emphasizing a type 
of hoarding which is unlikely to be sig- 
nificant in periods marked by a down- 
ward trend of interest rates. 

The response of investment to a lower- 
ing of rates on money loans depends on 
how safety margins are influenced by 
such a reduction. If in prosperous peri- 
ods the safety margins appear to be high 
to the “representative entrepreneur’’ 
and the decline in profit expectations 

8 T.e., those among the investing entrepreneurs 
to whom the available safety margins are the lowest. 


9 .e., if the highest portions of our A Y curves lie 
substantially above the R curves. 
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from prosperous to stagnant periods is 
significant, the highest obtainable safety 
margins might remain considerably be- 
low the previously realized margins even 
if rates on money loans approximated 
zero. In other words, the downward in- 
terest elasticity of investment may in 
stagnant periods be smaller than what 
would be required to render monetary 
policies reasonably successful—assuming 
that “success” is measured by the stand- 
ards of a private-enterprise economy. 

The interest-elasticity of idle balances 
depends on two opposite influences. A 
rise in interest rates diminishes safety 
margins and thereby tends to increase 
the demand for contingency balances; at 
the same time the costs of hoarding are 
increased, and this tends to diminish the 
demand for idle money. It is impossible 
to decide a priori which of these two ef- 
fects is stronger; consequently, the de- 
mand curve for idle balances may some- 
times even be positively sloped. It is 
generally believed that the interest-elas- 
ticity of contingency hoarding is small. 
This assumption should probably be ex- 
tended to excess reserves whenever 
liquidity provisions in general are better 
interpreted in terms of contingency 
hoarding than in terms of speculative bal- 
ances (cf. Sec. IT). 

In conditions like these, monetary pol- 
icies will lead to a substantial rise in MV 
only if they fall within “Policy 4” of the 
introductory section; and the effect on 
private investment can be only a second- 
ary effect which—except for the poten- 
tiality of lasting psychological repercus- 
sions—must be produced by a continuous 
and substantial flow of government in- 
vestment. 

Finally, two statements of the intro- 
ductory section should be repeated. 
Stagnationist forecasts based on the ex- 
perience of the period immediately pre- 
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ceding the present war are unconvincing. 
In terms of a reasonable world organiza- 
tion the resources of the earth are sub- 
stantially underdeveloped, even though 
they appeared to be overdeveloped in 
terms of the organization that existed be- 
tween the two World Wars. Second, as 
far as policies appropriate to chronic de- 
pression tendencies are concerned, the 
analysis points to certain limitations of 
over-all monetary policies from the view- 
point of a private enterprise economy 
and thereby implicitly directs attention 
to policies which are concerned not mere- 
ly with aggregate money flows but also 
with the behavior of the cost structure. 
It is obvious that some of the conceivable 
cost-price policies are incompatible with 
the kind of political and economic system 
which could reasonably be regarded as 
democratic and as resting on free enter- 
prise (in contrast to a totalitarian sys- 
tem). Nobody could argue, however, 
that this incompatibility arises in all 
cases in which the authority by direct 
measures prevents the full exploitation of 
artificial scarcities. Moreover, it may 
frequently be possible to influence cost 
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behavior by means other than direct co- 
ercion or prohibition."® It is question- 
able, of course, whether any combination 
of policies would be successful in overcom- 
ing, within the framework of the private- 
enterprise economy, a situation char- 
acterized by chronic depression tend- 
encies and the failure of the cost struc- 
ture to adjust itself within reasonable 
periods more or less automatically. But 
a combination of monetary policies with 
policies relating to cost behavior should 
be expected to have better chances of 
success than exclusive reliance on over-all 
monetary policies. 


UNIVERSITY OF CALIFORNIA 


*°Tt is very likely, for example, that rigid cost 
behavior in many cases is a consequence of the fact 
that the demand for single producers’ goods and 
services is not elastic unless the prices of comple- 
mentary producers’ goods are reduced simultaneous- 
ly. If in cases like these the authority guaranteed an 
elastic demand—i.e., increased sales at reduced 
prices—to all producers concerned, this commitment 
would involve costs only if the elasticity of demand 
was overestimated. In other cases it may be pos- 
sible to use a flexible tax structure as a means of sub- 
sidizing desirable cost behavior. Even direct sub- 
sidies of a temporary character would be distinctly 
preferable to some of the typical depression meas- 
ures (such as increased tariffs, for example). 
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racial policies? of American 
| trade-unions vary from outright 
exclusion of Negroes b: or- 


rem 


ganizations to full accept»:«* 
with all privileges of mes" »; 
others. Moreover, union pr towed 
Negroes are somewhat flu’ «ad subject 
to change if the circumstances so war- 
rant. For example, the appearance of a 
rival union with a liberal racial policy 
may result in a reversal of the policies of 
its competitor, which had, up to that 
time, discriminated against colored work- 
ers. The presence of an exclusionist un- 
ion in the same jurisdiction with one 
which usually tolerates no discrimination 
may cause the latter organization to relax 
its principles for fear that it might alien- 
ate its predominately white membership. 

The attitude of unions toward Ne- 
groes also often varies within the same 
organization from region to region, de- 
pending upon local customs and the type 
of leadership which is selected. It some- 
times happens that Negroes are refused 
membership in an organization in one 
part of the country, while received freely 


* Anyone familiar with the penetrating analysis 
of this subject by S. D. Spero and A. L. Harris, The 
Black Worker (New York, 1931), esp. pp. 53-115, 
will realize my debt to them. In addition, I have 
benefited from an unpublished manuscript by Dr. 
P. H. Norgren and from suggestions by Professor 
S. H. Slichter and Drs. J. T. Dunlop and J. Shister. 


* The term “racial policies” as used here refers to 
policies directed at the Negro race. No attempt has 
been made to investigate policies toward the other 
colored races. However, the evidence at hand indi- 
cates that unions generally treat Orientals, Indians, 
and often Mexicans in the same manner as they 
treat Negroes. On the other hand, the A.F. of L. 
Journeymen Barbers’ Union, which admits Negroes, 
excludes Orientals. 


by it in another. In one local union a 
sympathetic president or business agent 
may play an important role in cementing 
good feeling between the white and col- 
ored workers; in a neighboring local of 
the same national union a prejudiced 
leader may cause the whites to exclude 
the Negroes. 

Dynamic elements such as these pre- 
vent any clear-cut categorizing of Amer- 
ican labor unions according to their ra- 
cial policies. This fact should be borne in 
mind for the discussion which follows, in 
which (1) union racial policies will be 
classified and analyzed; (2) the position 
of the American Federation of Labor and 
(3) that of the Congress of Industrial Or- 
ganizations will be set forth; and (4) an 
examination will be made of what the 
spread of union organization can mean to 
colored workers, using as illustrations the 
aircraft industry, and the International 
Association of Machinists and the United 
Automobile Workers, the unions which 
have jurisdiction in that industry. 


I 


At least; fifteen American trade-un- 
ions specifically exclude Negroes from 
membership by explicit provisions in ei- 
ther their constitutions or rituals. Of 
these, six—the Airline Pilots, the Masters, 
Mates and Pilots, and the Wire Weav- 
ers,‘ all A.F. of L. affiliates, and the Train 


3 “At least” is said advisedly. During the last few 
years many independent, quasi-independent, and 
company unions have been formed, mostly local in 
jurisdiction. No effort has been made in this article 
to examine the racial policies of these organizations. 


4 The Wire Weavers Association admits to mem- 
bership only “white Christian males” and subjects 
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Dispatchers, the Railroad Yardmasters 
of America, and the Railroad Yardmas- 
ters of North America, which are un- 
affiliated—are of no great importance in 
barring Negroes from jobs, since none of 
them has a membership exceeding 3,000. 
Quite different, however, is the effect of 
the remaining nine exclusionist unions, 
for they include some of the larger and 
more influential organizations in the 
American labor movement, namely: the 
International Association of Machinists, 
the Commercial Telegraphers, the Rail- 
road Telegraphers, the Railway Mail 
Association, the Switchmen, the Loco- 
motive Engineers, the Locomotive Fire- 
men and Enginemen, the Railroad Train- 
men, and the Railway Conductors. The 
first five of these larger exclusionist 
unions are A.F. of L. affiliates; the last 
four are independent.’ In addition, five 
unions (all A.F. of L. affiliates)—the 
Flint Glass Workers; the Brotherhood of 
Electrical Workers;* the Plumbers and 
Steamfitters; the Asbestos Workers, 
Heat and Frost Insulators; and the 
Granite Cutters usually deny admittance 
to Negroes by tacit consent. Nine others 
—the Boilermakers, Iron Shipbuilders, 
Welders, and Helpers;’ the Railway and 
Steamship Clerks, Freight Handlers, Ex- 


aliens to an admission fee of $1,000. To the writer’s 
knowledge, it is the only union in America which ex- 
cludes non-Christians. Having a membership of less 
than 500, its influence is negligible. 


‘The last four are the “Big Four” railroad-oper- 
ating brotherhoods. During the last few years, two 
small exclusionist unions, the independent Dining 
Car Conductors, and the A. F. of L. Sleeping Car 
Conductors, merged with the Railroad Trainmen 
and the Railway Conductors, respectively. 


*In recent years some locals of the Electrical 
Workers in the electric light and power and the elec- 
trical machinery industries have begun to accept 
Negroes. But in building construction, shipyards, 
and railroad shops, where the bulk of the union’s 
oe is employed, exclusion continues to pre- 
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press and Station Employes;* the Rail- 
way Carmen;? the Maintenance of Way 
Employes;** the Blacksmiths, Drop Forg- 


7 Before 1938 the Boilermakers excluded Negroes, 
and the “white” clause is still retained in the ritual. 
The 1937 convention amended the union’s rules to 
permit the chartering of Negro auxiliary locals. The 
auxiliaries are limited to localities where a white 
local exists and where there are sufficient Negroes 
employed to maintain a local. Negroes have no voice 
in national union affairs but must obey all union 
laws. They cannot transfer except to other auxiliary 
locals. They are dependent upon the business agent 
of the “supervising” white local for job assignments. 
And, although they pay the same dues as white mem- 
bers, they receive only half as much in death and 
disability benefits and are not eligible for voluntary 
insurance plans to which white members may sub- 
scribe (cf. Brotherhood of Boilermakers, etc., Sub- 
ordinate Lodge Constitution ed. 1937], with idem, 
By-Laws Governing Auxiliary Lodges (ed. 1942)). 


8 Before 1939 the Brotherhood of Railway Clerks 
excluded Negroes, and the “white” clause is still re- 
tained in the union constitution. The 1939 conven- 
tion empowered the Executive Council to establish 
a Negro auxiliary. Auxiliary members must abide by 
all the rules of the Brotherhood and pay the same 
dues as the white members, but they have no voice 
or representation in the governing bodies of the 
Brotherhood (see Brotherhood of Railway Clerks, 
Regulations for the Government of Lodges of the Auxili- 
ary [ed. 1940)). 


* “On railroads where the employment of colored 
persons has become a permanent institution they 
shall be admitted to membership in separate lodges. 
Where these separate lodges of negroes are organized 
they shall be under the jurisdiction of and repre- 
sented by the delegate of the nearest white local in 
any meeting of the Joint Protective Board Federa- 
tion or convention where delegates may be seated” 
(Brotherhood Railway Carmen, Subordinate Lodge 
Constitution |ed. 1941], sec. 6, clause C). 


10 “Rights of membership of the colored Mainte- 
nance of Way Employes. . . . shall be under the di- 
rect control of the System Division They shall 
be entitled to all the benefits and protection guaran- 
teed by the Constitution to its members and shall be 
represented in the Grand Lodge by delegates of their 
own choice selected from any white Lodge on the 
System Division . ... where employed. Nothing in 
this section operates to prevent the colored employes 
from maintaining a separate Lodge for social pur- 
poses and to receive official communications and in- 
formation from, the Grand Lodge and the System 
Division ....” (Brotherhood of Maintenance of 
Way Employes, Constitution (ed. 1940], Art. XIII, 
sec. 1). 
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ers and Helpers; the Sheet Metal Work- 
ers;* the Federation of Rural Letter 
Carriers; the Rural Letter Carriers’ As- 
sociation," and the American Federation 
of Railroad Workers (the constitution of 
this union bars Negroes, but they are ad- 
mitted to an auxiliary with no voting 
rights)—permit Negroes to join and 
give them the privilege of paying dues, 
but limit their participation to seg- 
regated, “Jim Crow” auxiliary bodies 
which in one way or another prohibit 
them from having a voice in the affairs of 
the union, from negotiating their own 
agreements, or from having an oppor- 
tunity to advance in the occupational 
hierarchy. All but the last two of these 
organizations are likewise A.F. of L. 
affiliates. 
To summarize the above in tabular 
form: 
I. Union which excludes Negroes by provision 
in ritual: 
Machinists, International Association of 
(A.F. of L.) 

II. Unions which exclude Negroes by provision 

in constitution: 

A. A.F. of L. affiliates: 

Airline Pilots Association 
Commercial Telegraphers Union 


+1 “Where there are a sufficient number of colored 
helpers, they may be organized as an auxiliary local 
and shall be under the jurisdiction of the white local 
having jurisdiction over that territory 
helpers shall not transfer except to another auxiliary 
local composed of colored members, and colored 
members shall not be promoted to blacksmiths or 
helper apprentices and will not be admitted to shops 
where white helpers are now employed” (Brother- 
hood of Blacksmiths, Drop Forgers, and Helpers, 
Constitution, quoted in U.S. Bureau of Labor Statis- 
tics, Handbook of American Trade Unions (Bull. 
No. 618 (1936)], p. 175). 


2 Negro sheet metal workers may be organized in 
separate locals “with the consent of the white local” 
of the locality or else in “auxiliary locals” if consent 
of the white local is not obtained. Negro locals are 
under the supervision of the white locals. See 
U.S.B.L.S., op. cit., p. 110. 

*3 Both the rural letter-carriers’ unions prohibit 
Negroes from holding office or from acting as dele- 
gates to conventions (ébid., p. 309). 
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Masters, Mates and Pilots, National 
Organization 

Railroad Telegraphers, Order of 

Railway Mail Association 

Switchmen’s Union of North Amer- 
ica 

Wire Weavers’ Protective Associa- 
tion, American 

B. Unaffiliated organizations: 

Locomotive Engineers, Brotherhood 
of 

Locomotive Firemen and Engine- 
men, Brotherhood of 

Railroad Trainmen, Brotherhood of 

Railroad Yardmasters of America 

Railroad Yardmasters of North 
America 

Railway Conductors, Order of 

Train Dispatchers’ Association, 
American 


III. Unions which habitually exclude Negroes by 
tacit consent: 
All A.F. of L. affiliates: 
Asbestos Workers, Heat and Frost 
Insulators 
Electrical Workers, 
Brotherhood of 
Flint Glass Workers’ 
ican 
Granite Cutters, International As- 
sociation of 
Plumbers and Steamfitters, United 
Association of Journeymen 


International 


Union, Amer- 


IV. Unions which afford Negroes only segregated 
auxiliary status: 
A. A.F. of L. affiliates: 


Blacksmiths, Drop Forgers and 
Helpers, Brotherhood of 

Boilermakers, Iron Shipbuilders, 
Welders, and Helpers, Brotherhood 
of 

Maintenance of Way Employes, 
Brotherhood of 

Railway Carmen of America, Broth- 
erhood 

Railway and Steamship Clerks, 
Freight Handlers, Express and Sta- 
tion Employes, Brotherhood of 

Rural Letter Carriers, Federation of 

Sheet Metal Workers’ International 
Association 

B. Unaffiliated organizations: 

Rural Letter Carriers’ Association 

Railroad Workers, American Feder- 
ation of 





ORGANIZED LABOR AND NEGRO WORKERS 


In most instances the exclusionist and 
discriminatory practices of these unions 
have been in effect for several decades, 
and there can be no doubt that they rep- 
resent the desires of the majority of the 
membership of the unions. Despite the 
efforts of a number of members in sev- 
eral of these organizations to have the 
discriminatory provisions erased, they 
continue to remain in force.*4 Nor does it 
seem necessary to discuss at great length 
the underlying motives which bring them 
into being. Undoubtedly, racial preju- 
dice plays a part, particularly on the rail- 
roads, where a majority of the exclusion- 
ist unions are found. Most of the railroad 
unions came into being as fraternal and 
beneficial societies. To admit Negroes to 
their ranks on an equal footing would be, 
in the minds of many white members, 
tantamount to admitting that the col- 
ored man is a social equal; and this the 
majority of white railroad workers have 
always refused to countenance." 

But it is much more important to note 
that nearly all the unions practicing dis- 
crimination—and railway labor organi- 
zations are certainly no exception—are 
organizations of skilled craftworkers. In 

“A notable exception to this statement was the 
action taken by the Hotel and Restaurant Workers 
(A.F. of L.) at its 1936 and 1938 conventions. Before 
1936 the constitution of this union stipulated that 
Negroes must be organized either in separate locals 
oras members-at-large. Colored workers were, how- 
ever, given all other rights and privileges; and in 
actual practice the national union permitted locals to 
accept Negroes on a basis of full equality, if they so 
desired. The 1936 convention removed these restric- 
tions as a preliminary move to an organizing cam- 
paign among railroad dining-car workers, and the 
1938 convention inserted the following paragraph 
into the constitution (sec. 3a): “Any local law pro- 
hibiting the admission of any competent person, 
male or female, ‘because of race, religion or color’ is 
-»». Mull and void.” 

On the other hand, in recent years attempts to 
remove the restrictive clauses from the rituals or 
constitutions of the Machinists, the Boilermakers 
and Shipbuilders, the Railway Carmen, and the 
Railway Clerks have failed. 


‘Ss Spero and Harris, op. cit., pp. 66-67, 284 ff. 
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view of the well-known work-scarcity 
consciousness of most craft unionists, it 
seems more likely that economic self-in- 
terest, or, as Spero and Harris so well put 
it, “the desire to restrict competition so 
as to safeguard job monopoly,” is the 
major contributing factor. To exclude 
Negroes, these craft unionists have dis- 
covered, is a convenient and effective 
method of limiting the number of sellers 
of a particular type of labor or skill, and 
that, in turn, enables the white crafts- 
men to obtain a larger share of the avail- 
able work for themselves and/or to com- 
mand a higher wage. :* 

A few other craft unions which do 
not exclude Negroes or confine them to 
inferior status do, nonetheless, toler- 
ate, if not sanction, discrimination by 
their local bodies. Thus, the Carpenters 
and Joiners and the Painters, Decorators 
and Paperhangers, neither of which has 
any rules or stipulations providing for ex- 
clusion or segregation of colored artisans, 
follow a policy of organizing Negro 
workers into separate local unions. 
While it is true that these separate Negro 
locals have equal status with the white 
locals, and while it is also true that in 
certain instances, notably among long- 
shoremen, Negroes seem to prefer a 
separate setup, it is an undeniable fact 
that in the building trades, as in most 
other industries, the Negro workers seg- 
regated into separate local bodies are at a 
distinct disadvantage. Unless, as is sel- 
dom the case, the white and Negro locals 
co-operate in the allocation of union jobs, 
the members of the two local groups will 
be competing for work. Since the white 
local is usually the larger and more 
powerful, and since its business agent, 
because of his race, is able (especially in 
the South, where segregation is most 
common) to contact employers much 
more easily than his Negro rival, the re- 


*6 Tbid., p. 56. 
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sult is usually that the colored unionists 
are unable to obtain a proportionate 
share of the employment. Moreover, 
discrimination resulting from separate 
local unions, as featured by the Carpen- 
ters and the Painters, is, although very 
effective in eliminating Negro workers 
from job opportunities, quite difficult to 
prove. Once a national trade-union 
adopts a policy of segregation, the way is 
open to white locals to deal with the situ- 
ation as they wish, however much the 
national officers may deplore the results. 

In some industries, notably textile 
manufacturing, the printing trades, and 
clerical and white-collar pursuits, Ne- 
groes are largely excluded from employ- 
ment by the decisions of management. 
Undoubtedly, however, such decisions 
meet with the approval, if not the assist- 
ance, of the majority of the white union- 
ists in these fields. On the other hand, in 
some of the rare instances when Negroes 
have obtained employment in these in- 
dustries, they have been admitted to the 
unions.*? 

There are also, it should be pointed 
out, craft unions which have on a number 
of occasions endeavored to enforce eco- 
nomic equality upon their locals and 
which officially condemn discrimination 
in all its forms. Foremost among these 
organizations are the Bricklayers, Ma- 
sons and Plasterers and the Operative 
Plasterers and Cement Finishers. Both 
these unions have constitutional stipula- 
tions providing for $100 fines to be as- 
sessed against members who discriminate 
against fellow-members because of race, 
creed, or nationality; and both give the 
national officers discretionary power to 
grant a local charter to a body of crafts- 
men if the objection of the subordinate 

7 Material from the writer’s files, based on field 
work. See also Spero and Harris, op. cit., pp. 347-51, 
and C. L. Franklin, The Negro Labor Unionist of New 
York (New York, 1936), pp. 192, 214-15, 251-52, 
271-74, 371-75- 
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union to the establishment of a second 
local is based on race or national origin." 
It is worthy of note that in the South 
about 50 per cent of the tradesmen over 
which these two organizations have juris- 
diction are Negroes. Had the Bricklay- 
ers and Masons and the Plasterers and 
Cement Finishers not offered an equali- 
tarian program to Negroes, they would 
have had considerably more difficulty in 
organizing the workers in their crafts in 
the South. 

Besides these “liberal” craft unions, 
those organizations having jurisdiction 
over workers engaged primarily in un- 
skilled or semiskilled labor,’ e.g., the 
Hod Carriers, Building and Common 
Laborers and the International Long- 
shoremen’s Association, and the unions 
organized mainly on an industrial basis,” 
e.g., the Ladies Garment Workers and 
the Hat, Cap and Millinery Workers, all 
of which are A.F. of L. affiliates, and the 
unions which are members of the C.I.0., 
by and large, afford colored workers 


*8 Bricklayers, Masons and Plasterers’ Inter- 
national Union, Constitution (ed. 1936), Art. XIII, 
sec. 1; Art. XVIII, sec. 14; Operative Plasterers’ and 
Cement Finishers’ International Association, Con- 
stitution (ed. 1941), secs. 64, 22, 25. 


79 Apparent exceptions to this rule are the Main- 
tenance of Way Employes and the Railway.... 
Clerks, Freight Handlers, etc. But the former was 
organized by an all-white group, the track foremen, 
who at first entirely excluded Negroes. Later, when 
they extended their jurisdiction to cover all track 
workers, they had to organize Negroes who pre- 
dominated on the southern roads; but, in order to 
prevent them from controlling the unions in the 
South, they segregated them into auxiliaries. Simi- 
larly, the latter union was organized by an almost 
all-white group and did not extend its jurisdiction 
over sections of the industry employing many Ne- 
groes until some time later. 


2° The leading exception to this rule is the ex- 
clusionist American Federation of Railroad Work- 
ers, which claims jurisdiction over all workers in 
the industry. However, it was organized in 1901 488 
union of shop craftsmen and did not claim its larger 
jurisdiction until ten years later. Eugene Debs's 
short-lived American Railway Union was another 
industrial union which excluded Negroes. 
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equal treatment, both on the job and in 
the union. 

The fact that some trade-unions use 
the color bar to restrict competition for 
jobs should not be regarded as too extraor- 
dinary. A great many barriers against 
economic opportunity are sought by a 
wide variety of organized groups— 
farmers, business and professional men, 
and consumers, as well as by labor or- 
ganizations—and this is only one of 
several. That is not to say that the writ- 
er condones any of these attempts to 
create barriers. Each must be considered 
on its merits, and the use of a color bar 
by workers’ organizations to limit the 
job opportunities of a minority race is 
one of the most difficult of all to justify. 

But, whatever one may think of the 
ethics of trade-union discrimination, 
there is a fundamental inconsistency be- 
tween the racial policies of most of the 
organizations in question™ and the oft 
repeated principles of their parent-body, 
the A.F. of L. which never tires of “re- 
iterating, re-endorsing, and reaffirming” 
the fact that the A.F. of L. has no color 
bar, or of proclaiming that the “workers 
must organize and unite under its ban- 
ner, without regard to race, color, creed, 
or national origin.” 


II 


For the first few years after its forma- 
tion the leaders of the A.F. of L. ap- 
parently made a real effort to adhere to 
their expressed policies of racial equality. 
Candidates for affiliation were forced to 
pledge “never to discriminate against 
a fellow worker on account of color, 
creed, or nationality,”’ and the 1890 con- 
vention refused to sanction the admit- 
tance of a machinists’ union because the 

* This, of course, does not apply to the unafiili- 
ated exclusionist unions. However, when one ex- 
amines the official pronouncements of any of them 


on “brotherhood,” “ ive unionism,” etc., one 
can unearth a multitude of inconsistencies. 
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organization excluded Negroes from 
membership by constitutional provi- 
sion.* 

These sentiments, however, were of 
short duration. The Knights of Labor, 
with its ideal of solidarity irrespective of 
race, was rapidly disappearing as a rival 
of the A.F. of L., and the Federation 
heads soon came to realize that their 
ideals were standing in the way of ex- 
pansion. Hence, when in 1895 this same 
machinists’ union removed its color bar 
from its constitution and transferred it to 
its ritual, it was allowed to affiliate and 
became the International Association of 
Machinists. So the A.F. of L.’s policy of 
racial equalitarianism came to an abrupt 
end. One year after the Machinists af- 
filiated, the Boilermakers and Iron Ship- 
builders were welcomed, despite a similar 
method of excluding Negroes. Since 
then, A.F. of L. officials have not trou- 
bled to insist on this questionable ruse, 
but have admitted as affiliates organiza- 
tions which exclude Negroes by constitu- 
tional provision.” 

After 1900 the Federation adopted the 
explicit policy of organizing Negroes into 
separate locals or directly affiliated “Fed- 
eral” unions when they were refused 
admission to an affiliated national un- 
ion because of their color. The A.F. of 
L. constitution was further amended to 
permit the Executive Council to charter 
separate city central labor unions “‘if the 
situation warranted’—meaning, if a 
local central body refused to seat colored 
delegates.*4 

This method of compromise has 
proved quite unsatisfactory to Negro 
workers. The A.F. of L. Executive Coun- 
cil is supposed to act as the “internation- 
al” for Federal locals; but, as a matter of 


22 Spero and Harris, op. cit., pp. 87-88. 
33 Ibid., pp. 88-89. 


*4U.S. Congress, Report of the Industrial Com- 
mission (Washington, D.C., 1901), XVII, 37. 
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fact, it is rarely in a position to do so. 
Usually it refers matters pertaining to 
these locals to the national union which 
has jurisdiction in the field. But, since 
the national union to which the affairs of 
the Federal locals are referred excludes 
Negroes, it is not surprising that colored 
workers organized in Federal locals have 
lacked competent assistance in settling 
grievances and in negotiating contracts 
and have failed to receive adequate sup- 
port in preventing the encroachment of 
white workers on their job opportunities. 
Moreover, when, as in the cases of the 
Railway Clerks and the Railway Car- 
men, the exclusionist unions have amend- 
ed their rules so as to permit the affilia- 
tion of Negroes in a subordinate, Jim 
Crow status, the A.F. of L. Executive 
Council has not hesitated to revoke the 
Federal charters, despite the opposition 
of the affected colored workers, and to 
transfer the locals to national unions un- 
der rules which deny to Negroes even the 
autonomy which they enjoy under Fed- 
eral local charters.*5 

The Negro migration into northern in- 
dustry during World War I brought the 
color question to the fore in several A.F. 
of L. conventions. Most important for 
our purposes was the discussion at the 
1920 meeting. Federal locals of railway- 
coach-cleaners introduced a resolution 
demanding that the Railway Carmen, 
which had jurisdiction over that group of 
workers, either remove its color bar or 
permit the coach-cleaners to establish a 
national union of their own. The same 
resolution demanded that the A.F. of L. 
take action on the refusal of the Machin- 
ists, the Boilermakers and Iron Ship- 
builders, and the Blacksmiths and Drop 
Forgers to admit Negroes. A resolution, 
similar in content to the one introduced 
by the coach-cleaners, was offered by 


2s See below, pp. 213, 215-16. 
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Federal locals of Negro freight-handlers, 
who demanded that the A-F. of L. take 
action on the refusal of the Railway 
Clerks to admit Negroes. 

Reporting on the resolution of the 
coach-cleaners, the resolutions committee 
found that the Machinists and the Boiler- 
makers had “no law in their constitution 
prohibiting the admission of colored 
workers following the trade” and that 
the “Blacksmiths issue charters to col- 
ored workers of the trade and have no 
law denying admission to colored work- 
ers.” The committee did find that the 
Railway Carmen excluded Negroes; 
therefore, it could “only recommend” 
that the Carmen “eliminate from their 
constitution all reference to the admission 
of colored workers.” The resolution of 
the freight-handlers was referred to the 
committee on organization. It “non- 
concurred” on the ground that the AF. 
of L. could not interfere with ‘he au- 
tonomy of an affiliate, but, after one of 
the most vigorous debates on the race 
question in the history of the Federation, 
an amendment was carried recommend- 
ing that the Railway Clerks remove the 
color bar.” 

The report of the resolutions com- 
mittee on the resolution of the coach- 
cleaners contained a significant number 
of factual omissions. It is true that nei- 
ther the Machinists nor the Boilermakers 
have clauses denying Negroes admission 
in their constitutions. But both at that 
time excluded Negroes by provisions to 
that effect in their rituals.?” It is incon- 
ceivable that the members of the resolu- 
tions committee did not know this. It is 

26 A.F. of L., Proceedings, 1920, pp. 307-10 and 
351-52; and Spero and Harris, of. cit., pp. 93-04 
10I~2, 104-7. 

27 In 1937 the Boilermakers amended their rules 
so as to give the national officers the power to ¢s 


tablish au:"liary locals for Negroes (see n. 7, above). 
The Machinists still exclude Negroes. 
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also true that the Blacksmiths issue 
charters to Negroes. But a glance at foot- 
note 11, above, will show that the pur- 

of these charters is to control the 
competition of Negroes, to prevent them 
from advancing in the occupational hier- 
archy, and to deny them a voice in the 
affairs of the union. 

The action taken by the conventions 
of the Railway Carmen and the Railway 
Clerks on the 1920 A.F. of L. conven- 
tion’s recommendation that they remove 
the color bars from their constitutions is 
also revealing. Meeting in 1921, the 
Railway Carmen amended their consti- 
tution so as to permit the chartering of 
Negro auxiliary locals with rules not un- 
like those imposed on colored workers by 
the Blacksmiths. This the A.F. of L. Ex- 
ecutive Council found quite satisfactory. 
It revoked the charters of the Federal 
locals of Negro coach-cleaners and turned 
them over to the Carmen’s union. Thus 
Negro coach-cleaners lost the right to run 
their own unions and to attend A.F. of 
L. conventions without being granted 
anything worthy of mention in return.** 

The Railway Clerks’ convention of 
1922 did not even go as far as the Car- 
men’s conclave of the previous year. 
When a resolution urging the elimination 
of the “white only” clause was intro- 
duced, it created such an uproar that it 
was declared out of order. No action 
was taken on the question,*® but the 
AF. of L. exacted no penalty on the 
Clerks’ union for ignoring its recom- 
mendation. Having once admitted as 


*Spero and Harris, of. cit., pp. 89-91; 2. 9, 
above; and Brotherhood Railway Carmen of Ameri- 
ca, Proceedings of the Fourteenth Convention (1921), 
PP- 5-6, 351-55, 383-85. 

* Brotherhood of Railway....Clerks, etc., 
Proceedings of the Tenth. . Convention (1922), 
p. 163. For action of a later convention of the Clerks 
in amending their rules so as to give Negroes auzxili- 
ary status, see below, pp. 215-16. 
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autonomous affiliates organizations ex- 
cluding Negroes, the A.F. of L. was 
powerless to force equalitarianism upon a 
recalcitrant international except by ex- 
pelling it from the Federation, and this 
has never been done. 

As membership in A.F. of L. unions 
declined in the twenties, interest in or- 
ganizing Negroes also died down. The 
Federation did not trouble to give serious 
heed to proposals of Negro leaders or 
other socially minded individuals inter- 
ested in achieving a greater organization 
of colored workers.** It was not until the 
resurgence of trade-unionism during the 
decade of the thirties was coupled with 
the presence of a recognized spokesman 
for Negro labor at A.F. of L. conventions 
in the person of A. Philip Randolph, 
president of the Brotherhood of Sleeping 
Car Porters, that the debate on the mi- 
nority race question again became a fea- 
ture of A.F. of L. conventions. Yet the 
results continue to be disappointing. 

At the 1934 convention, for example, 
Mr. Randolph demanded expulsion from 
the A.F. of L. for “any union maintain- 
ing the color bar.”’** The resolutions com- 
mittee voted adversely on the grounds 
that the “American Federation of Labor 

. cannot interfere with the autonomy 
of National and International unions.” 
However, an amendment to this report 
was adopted which authorized the ap- 
pointment of a five-man committee “to 
investigate the conditions of the colored 
workers of this country and report to the 
next convention.’’3 

The committee, composed of John E. 
Rooney, of the Operative Plasterers and 
Cement Finishers, John Brophy, of the 
United Mine Workers, John Garvey, of 


3° Spero and Harris, op. cit., pp. 107-12. 
3* A.F. of L., Proceedings, 1934, pp. 330-31. 


# Tbid., p. 331. 33 Ibid., p. 332. 
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the Hod Carriers and Common Laborers, 
Jerry L. Hanks, of the Journeymen Bar- 
bers, and T. C. Carroll, of the Mainte- 
nance of Way Employes, held open hear- 
ings in Washington and recommended a 
threefold plan: (1) that all international 
unions which in any way bar Negroes or 
afford them only inferior status take up 
the “Negro question at their next con- 
vention for the purpose of harmonizing 
constitution rules and practices to con- 
form with the oft-repeated declaration of 
A.F. of L. conventions on equality of 
treatment of all races within the trade 
union movement”’; (2) that the A.F. of 
L. issue no more charters to unions prac- 
ticing discrimination; and (3) that the 
A.F. of L. inaugurate a campaign of ed- 
ucation “‘to get the white worker to see 
more completely the weakness of division 
and the necessity of unity between white 
and black workers to the end that all 
workers may be organized.”’4 

Although this report would by no 
means have solved the A.F. of L.’s race 
problem, it might have provided a work- 
able method whereby significant reform 
could have been accomplished had not 
the Executive Council effectively sabo- 
taged the whole thing. Instead of allow- 
ing this committee to report its findings 
to the 1935 convention, as it had been 
directed by the resolution which created 
it, William Green, president of the A.F. 
of L., handed over the report to George 
M. Harrison, an A.F. of L. vice-president 
and president of the exclusionist Railway 
Clerks. In so doing, Mr. Green followed a 
very unusual and, without doubt, uncon- 
stitutional procedure. The committee 
had been ordered by a convention, the 
A.F. of L.’s highest governing body,*5 to 


4 Ibid., 1935, p. 809. 


3s“The Annual Convention is the supreme au- 
thority of the American Federation of Labor 
When the majority will of labor is expressed in the 
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report directly to it the following year. 
Yet Mr. Green permitted a member of 
the Executive Council to substitute a 
document more pleasing to himself. In 
fact, one wonders whether amy report 
would have been presented to the dele- 
gates had it not been for the continual 
prodding of A. Philip Randolph. As it 
was, Mr. Harrison delayed action until 
about 10:00 P.M. on the eleventh and 
last day of the convention. By then the 
delegates had already become exhausted 
and divided by the craft-industrial union 
controversy.*° And so, when President 
Green submitted a totally innocuous doc- 
ument, which Mr. Harrison had substi- 
tuted for the original committee report, 
advocating no action except “educa- 
tion,” it was adopted by the tired dele- 
gates over Mr. Randolph’s protests.” 

Despite the fact that the suspension of 
the C.I.O. unions by the A.F. of L. Exec- 
utive Council provided Randolph and his 
supporters with an excellent argument 
with which to demand the expulsion of 
unions violating the A.F. of L. constitu- 
tion by excluding workers because of 
race, they had been unable to convince 
that body that it is guilty of any incon- 
sistency.3* Moreover, the departure of 
the more liberal industrial unions into 
the C.I.O. renders it very unlikely that 
either the A.F. of L. or its constituent 
unions will take any action on their own 


convention it becomes law by which the whole of the 
American Federation is bound” (William Green, 
Labor and Democracy [Princeton, N. J., 1939], p- 175). 


36 This was the convention that led to the forma- 
tion of the C.I.O. and to the split in labor’s ranks. 


37 A.F. of L., Proceedings, 1935, pp. 787, 807-8, 
814. 


38 Ibid., 1936, pp. 235-38. The act of the A-F. of 
L. Executive Council in suspending the C.I.O. unions 
from membership was, of course, unconstitutional. 
Article IX, section 12, of the A.F. of L. constitution 
states that such action can only be taken by a two- 
thirds majority vote of an A.F. of L. convention. 
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initiative to remove color bars. On the 
other hand, however, is the fact that in- 
creased publicity has been given both 
union affairs and the rights of minority 
peoples by the war, and this has sup- 
plied new ammunition to those who are 
demanding the end of union exclusion. 
Bolstered by the appointment of the 
President’s Committee on Fair Employ- 
ment Practices, a development for which 
he was in no small way responsible, Mr. 
Randolph introduced two resolutions at 
the 1941 A.F. of L. convention. The 
first called for the appointment of a 
seven-man committee to investigate dis- 
crimination by affiliated unions and to re- 
port back to the next convention.*® 
When the resolutions committee reported 
adversely, Randolph rose to cite case 
after case in which A.F. of L. unions were 
preventing Negro workers from obtain- 
ing employment on defense projects. 
The Boilermakers and Shipbuilders and 
the Machinists drew his heaviest fire for 
preventing the employment of Negroes 
in shipyards and airplane plants; but the 
building trades—the Carpenters, the 
Painters, and even the Bricklayers and 
the Plasterers and Cement Finishers— 
were also prominent on his list.*° Some 
of the presidents of the unions mentioned 
in his report attempted to answer his 
charges, but none of them was able to re- 
fute his facts.“ The official A.F. of L. 
attitude was clearly stated once more in 
the speeches of three Federation spokes- 
men: John P. Frey, president of the 
Metal Trades Department, Matthew 
Woll, a vice-president, and President 
William Green. In brief they stated (1) 
that discrimination existed before the 
A.F. of L. was born and that human na- 
ture cannot be altered; (2) that such a 

* Ibid., 1941, pp. 475-76. 

* Ibid., pp. 476-81. 

* Ibid., pp. 481-85, 489-90. 
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committee as proposed by Randolph 
would violate the sacred doctrine of au- 
tonomy of the Federation’s affiliates; 
(3) that the A.F. of L., per se, does not 
discriminate, because it gladly accepts 
Negro workers into its directly affiliated 
Federal locals. Besides, the A.F. of L. 
hopes that, “if there is any barrier” in 
the way of organizing Negroes, it will 
ultimately be broken down; and (4) that 
the Negroes should be grateful for what 
the A.F. of L. has done for them.# 

To which Mr. Randolph and his sup- 
porters replied (1) that, condoning exist- 
ing discrimination, the A.F. of L. had 
nurtured its growth; (2) that Ran- 
dolph’s proposal would not violate trade- 
union autonomy but would only investi- 
gate a means of ending discrimination 
(Mr. Woll’s claim that it would do other- 
wise was merely an appeal to the dele- 
gates to vote against the proposal by 
misstating the intents and purposes of 
the resolution); and (3) that not only 
does the policy of organizing Negroes in- 
to Federal locals give tacit approval of 
discrimination, but the A.F. of L. only 
recently had itself committed an act of 
discrimination against Negro freight- 
handlers and station porters who had 
been so organized. The exclusionist 
Brotherhood of Railway Clerks had 
amended its rules so as to permit the or- 
ganization of Negroes in segregated Jim 
Crow auxiliaries, the members of which 
are not allowed to negotiate with their 
employers or to have a voice in the af- 
fairs of the Brotherhood. Over the pro- 
tests of the leaders of these Negro work- 
ers the A.F. of L. Executive Council re- 
voked the Federal local charters of these 
workers and allowed the Railway Clerks 
to assume jurisdiction over them‘ (an 


# Ibid., pp. 482-84, 486-89, 491-92. 


43 Twenty-three Federal locals of Negro freight- 
handlers, red caps, and station employees protested 
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action on the part of the Executive Coun- 
cil which duplicated the one twenty 
years earlier in the case of the Negro 
coach-cleaners and the Railway Car- 
men).‘* The last point (4) brought out 
by Mr. Randolph and his supporters was 
that the Negro workers are grateful for 
what the A.F. of L. has accomplished, 
but they feel that it could and should do 
far more.‘ 

Defeated in this attempt to force at 
least a study of A.F. of L. discrimination, 
Randolph attempted to have the A.F. of 
L. convention go on record as opposed 
to Jim Crow auxiliaries. But John P. 
Frey declared that, if the resolution was 
passed, it would forbid unions to estab- 
lish ladies’ auxiliaries, composed of the 
wives and daughters of union men. On 


to the A.F. of L. Executive Council against trans- 
ferring their local unions to the Railway Clerks Aux- 
iliary. After considering these protests, the Execu- 
tive Council disallowed them because of “no justi- 
fied reason.” The A.F. of L. also refused the offer 
of these Negroes to pay dues both as Federal locals 
and as members of the Auxiliary for a trial period 
during which they could determine if the Brother- 
hood of Railway Clerks would really protect their 
interests. (See ibid., 1940, pp. 645-49.) Rather than 
join the Clerks’ Auxiliary, several locals of Negro 
freight-handlers attempted to form a separate union, 
the National Council of Freight Handlers, Express 
and Station Employees; but they were almost en- 
tirely unsuccessful either in obtaining recognition 
from management or in persuading the National 
(Railway) Mediation Board to establish a separate 
class for themselves. In Avust, 1942, the Negro 
freight-handlers dissolved their organization and 
affiliated with the Utility Workers Organizing Com- 
mittee of the C.I.0. The revolt of the red caps, how- 
ever, has been fairly successful. Several locals of 
these workers joined the then independent (now 
C.I.0.) United Transport Service Employees of 
America instead of applying for Railway Clerks 
Auxiliary charters. In elections conducted by the 
National Mediation Board, the U.T.S.E.A. over- 
whelmingly defeated the Railway Clerks for the 
right to represent these workers. 


44 See above, p. 213. 


4S A.F. of L., Proceedings, 1941, pp. 484-86, 490- 
92. 


the basis of this pretext the resolution 
was defeated.” 

Similar resolutions introduced by Ran- 
dolph at the 1942 convention met a like 
fate.47 The tenor of the debates at both 
the 1941 and the 1942 conventions offers 
little hope to Negroes that the offending 
unions will relax their discriminatory 
rules and practices. Fortunately, the ra- 
cial policies of the C.I.O. and its affili- 
ates, to an examination of which we now 
turn, are, in general, much more liberal. 


Ill 


One of the main objectives of the 
C.1.0., according to its constitution, is to 
“*.... bring about the effective organiza- 
tion of the working men and women of 
America regardless of race, color, creed, 
or nationality ” Thus far, there 
can be little doubt that both the 
C.1.0. and its constituent unions have 
sedulously adhered to this nondiscrimi- 
nation policy in organizing Negroes. Of 
course, this is not to say that colored 
workers have never been accorded un- 
fair treatment by either C.1.0. members 
or local unions; but, in so far as this writ- 
er has been able to determine, no nation- 
al C:1.0. union excludes Negro workers 
from membership or segregates its colored 
members into separate local unions. 
Moreover, the national officers of the 
C.1.0. unions have, by and large, a con- 
sistent record of practicing what they 
preach in regard to the treatment of Ne- 
groes. 

It is not especially difficult to compre- 
hend why the C.1.0O. has pursued its lib- 
eral racial policy. Unlike craft unions, 
which are organized on an exclusive and 
narrow basis and which depend upon 
their control of a “ew highly skilled and 


4 Ibid., pp. 536-37. 
47 Ibid., 1942, pp. 574-80, 646-49. 
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strategically situated jobs for their bar- 
gaining power, industrial unions acquire 
their strength by opening their ranks to 
all the workers in an industry.“* The 
United Mine Workers, the Amalgamated 
Clothing Workers, and the Ladies Gar- 
ment Workers*® had been organized on an 
industrial basis for many years prior to 
1935, the year their leaders founded the 
CLO. Few, if any, labor unions had 
better records for fair treatment of Ne- 
groes than did these three.*° Besides, 
their officers foresaw that the projected 
campaigns to organize the workers of the 
iron and steel, the automobile, and the 
other mass-production industries would 
be doomed to failure unless the unions in 
these fields opened their doors to workers 
of all creeds and colors. Finally, the 
C.1.0. contains within its ranks most of 
the left-wing elements of the American 
labor movement. These groups have al- 
ways most vociferously opposed all forms 
of racial discrimination. For these rea- 
sons, then, the C.I.0. has attempted to 
enrol workers regardless of race, creed, 
color, or nationality. 

True economic equality, however, in- 
volves more than organizing workers into 
one union regardless of race. It entails 
also the establishment of some standard 
by which jobs may be allocated without 
prejudice. The general principle adhered 
to by most unions in this respect is that 

Of course, today the C.I.0. and the A.F. of L. 
can no longer be differentiated along craft versus 
industrial lines. But it is fair to say that the policies 
of the former have been, and still are, made by in- 


dustrial union-minded leaders, and those of the lat- 
ter, by craft union-minded leaders. 

* The Ladies Garment Workers later returned 
to the A.F. of L., and the Mine Workers appear 
about to do likewise 

* For an analysis of the racial policies of the two 
garment unions and of the Mine Workers, see Spero 
and Harris, op. cit., pp. 337-47, 352-82, and the 
present writer’s article, “The Negro and the United 
Mine Workers of America,” Southern Ec 7 
Journal, April, 1943, pp. 313-26. 
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seniority of tenure, with certain qualifi- 
cations for ability, should be the govern- 
ing criterion. But it makes little differ- 
ence, for the purposes of this discussion, 
what the standard is, as long as it is ap- 
plied without discrimination. The ques- 
tion is whether this standard has been ap- 
plied fairly (a) with respect to layoffs and 
rehirings and (+) with respect to promo- 
tions. 

The application of racial equality to 
seniority in layoffs and rehirings has not 
caused very serious difficulties. The 
fairness of such action is too obvious for 
either management or white workers to 
protest, and the principle now has fairly 
general acceptance in a large segment of 
American industry. 

On the other hand, however, the ques- 
tion of literal application of the equali- 
tarian policy to seniority in promotions 
has caused serious difficulties. Because 
few Negroes have been promoted to the 
better-paying jobs in the past, white 
workers have come to regard white prior- 
ity as the established order of things. At 
the same time, the Negro workers have 
justly pointed out that, if the principle of 
equal treatment is to have real meaning, 
it must be applied to this, as well as to 
other, aspects of the collective-bargain- 
ing agreement. 

The manner in which this issue has 
been resolved has varied considerably 
from place to place and from region to 
region. But it may be said that the na- 
tional officers of such unions as the Steel- 
workers, the Automobile Workers, the 
Aluminum Workers, and the Marine and 
Shipbuilding Workers have made praise- 
worthy attempts to enforce a literal ap- 
plication of promotion seniority regard- 
less of race; and in the North, despite 
some opposition from their white mem- 
bers and local leaders, they have been 
able to open up a sizable number of new 











employment opportunities to Negroes. 
In the South, however, these same na- 
tional union leaders have felt it necessary 
to act more slowly in altering the status 
quo. For there they have encountered a 
far more determined opposition from 
their white membership. Consequently, 
they have felt that to force the issue 
would result either in wrecking their 
southern locals by internal dissension or 
in inducing predominately white mem- 
berships to transfer allegiance to rival 
unions the leaders of which are not com- 
mitted to a policy of racial equality. To 
give a few examples: 

The Marine and Shipbuilding Work- 
ers’ union has collective agreements with 
the Federal Shipbuilding Corporation of 
Kearny, New Jersey, and with the Ala- 
bama Dry Dock and Shipbuilding Com- 
pany of Mobile, Alabama. At the for- 
mer, the union has opened up the com- 
pany’s apprentice training school and 
many top-bracket jobs to Negroes, who 
compose approximately 1o per cent of 
the employees there. At the latter, how- 
ever, Negroes continue to be barred 
from advancing beyond semiskilled lev- 
els, a policy inaugurated by the com- 
pany many years ago and left largely un- 
changed during the four years in which 
the union has had contractual relations. 
Should the union officials attempt to al- 
ter this long-standing policy, they de- 
clare “disruption” would result. What 
they mean is that the white membership, 
about 85 per cent of the Alabama com- 
pany’s employees, would swing over to a 
rival union, the A.F. of L. Metal Trades 
Department, which in two National La- 
bor Relations Board elections has un- 
successfully attempted to wrest bargain- 
ing rights from the C.I.O. union. In 
both these elections most of the Negroes 
supported the Marine and Shipbuilding 
Workers—the second time, despite its 
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failure to improve their occupational 
status, but for very good reasons none- 
theless. The Metal Trades Department 
includes the Machinists, the Boilermak- 
ers and Shipbuilders, the Electrical 
Workers, and the Plumbers. None of 
these unions usually welcomes Negroes 
on equal terms. The Metal Trades De- 
partment has a contract with a neighbor- 
ing Mobile yard, and there the only Ne- 
groes employed, out of approximately 
10,000 workers, are 22 porters. Had the 
Metal Trades Department won bargain- 
ing rights at the Alabama company’s 
yard, the Negroes feared that they would 
have been entirely displaced, just as were 
most of the colored employees of the 
Tampa Shipbuilding Corporation, Tam- 
pa, Florida, soon after the Metal Trades 
Department signed a contract in 1938. 
Consequently, the Negro workers at the 
Alabama company gave their support to 
the union which had by far the better 
record for fair dealing with members of 
their race.* 

The writer’s field notes contain many 
other illustrations, although few are so 
clear and vivid. The Aluminum Workers 
union has a strict seniority rule governing 
promotions in its contracts with the 
Aluminum Company of America. In 
northern plants Negro workers have de- 
rived much benefit from this provision. 
At the Alcoa, Tennessee, plant, however, 
concessions have been made to the white 
workers at the expense of the Negroes. 
In the Pittsburgh iron and steel industry 
Negroes have been advanced to skilled 

5* See In the Matter of the Alabama Dry Dock and 
Shipbuilding Co., 5 NLRB 149, 7 NLRB 9, 39 NLRB 
954, 40 NLRB 280; Robert C. Weaver, “Racial Em- 
ployment Trends in National Defense,” Phylon, I 
(1941), 357-58; ibid., IIT (1942), 23; A.F. of L., 
Proceedings, 1940, p. 509; ibid., 1941, pp. 478-79; 
Crisis, XLVI (1939), 273; and Committee on Fair 
Employment Practices, “Hearings, Birmingham, 
Ala.,” (typed manuscript, June, 1942), I, 71; UL, 
207-43, 300-345. 











ne- 
nt 


y 
) 


— aS Ve 








ORGANIZED LABOR AND NEGRO WORKERS 219 


production jobs as a result of the con- 
tracts of the United Steelworkers. For- 
merly, it was not unusual for many quali- 
fied colored workers to be passed over. 
In the Birmingham, Alabama, area, how- 
ever, there has been no great change in 
the racial-occupational picture. No two 
unions have a better record in practicing 
equality than the Automobile Workers 
and the Ladies Garment Workers (to 
take a case from the A.F. of L.). Yet 
neither of these organizations has pre- 
vented its locals in Atlanta, Georgia, 
from depriving Negroes of rights guaran- 
teed by their respective union constitu- 
tions.” 

It was to be expected that so radical a 
change in industrial mores as the applica- 
tion of racial equality to promotions 
would meet with considerable opposition. 
It is not, therefore, remarkable either 
that the principle has been applied im- 
perfectly or that it has been less rigidly 
adhered to in the South than elsewhere. 
Nevertheless, in a very short period sig- 
nificant progress has been accomplished 
in extending to Negroes the right to ad- 
vance in the occupational hierarchy in 
accord with their ability. Whether un- 
ionism will one day lead the way to a 
fairly general acceptance of nondiscrim- 
inatory promotion—which this writer 
believes to be an acid test of the work- 
ability of equality in the labor move- 
ment—only the future can reveal. If, 
however, this practice is'to become wide- 
spread, it is imperative at this time that 
equalitarian-minded, and not exclusion- 
ist, unions win bargaining rights in new 
and expanding industries. Nowhere is 
this fact better illustrated than in the 
manufacture of aircraft—surely one of 
the great industries of the future. 


* Material from the writer’s files, based on field 
notes. 


IV 


Before the current expansion in air- 
craft production was induced by World 
War II, the industry was noted for its 
“almost universal prejudice against Ne- 
groes.’’S3 This was the result of manage- 
ment decisions, for at that time the work- 
ers in the industry were, for the most 
part, unorganized. Today, despite acute 
manpower shortages, the numerical par- 
ticipation of Negroes in aircraft produc- 
tion is woefully small, since only a few 
companies have tapped the Negro labor 
reserve to any great extent.*4 

Since the beginning of the American 
rearmament program a substantial num- - 
ber of workers in the aircraft industry 
have been organized by the International 
Association of Machinists and the United 
Automobile Workers, which have been 
given exclusive jurisdiction in the indus- 
try by the A.F. of L. and the C.I1.0., re- 
spectively. The reader will recall that 
the Machinists’ union excludes Negroes 
by a provision in its ritual. In localities 
where the I.A.M. has been recognized as 
the workers’ bargaining agent—e.g., 
Nashville, Tennessee, or Seattle, Wash- 
ington—the exclusionist pattern has been 
strengthened, if not institutionalized.* 
The I.A.M. has also organized the Lock- 
heed Vega plant at Burbank, California, 
which is one of the few companies em- 
ploying a large number of Negroes. The 
local there has even admitted a few Ne- 
groes, and this has been hailed as an en- 
couraging sign by the Negro press.® So 


53 “Half a Million Workers,” Fortune, XXIII 
(1941), 98. 

54 Robert C. Weaver, “With the Negro’s Help,” 
Allantic Monthly, CLXTX (1942), 702. 

58 A.F. of L., Proceedings, 1941, pp. 477-78; and 
Committee on Fair Employment Practices, op. cit., 
I, 107 ff. 

56 See, e.g., the Associated Negro Press dispatch 
in the Kansas City Call, March 12, 1942. 
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itis. It should not be forgotten, however, 
that the local union could be forced to 
dismiss its colored members by the na- 
tional officers—and, indeed, should be so 
ordered, according to the I.A.M.’s rules. 
That the national union has taken no ac- 
tion is probably ascribable to its officers’ 
reluctance to invite censure by the Presi- 
dent’s Committee on Fair Employment 
Practices. Any statement that the I1.A.M. 
has changed its racial policy is premature 
at this time and will be as long as the ex- 
clusionist clause remains in the union’s 
ritual.’’ Moreover, the Lockheed Vega 
case is more than offset by instances of 
discrimination elsewhere.** Consequent- 
ly, if the I.A.M. should obtain bargaining 
rights in a majority of the plants in the 
aircraft industry, it is difficult to see how 
Negroes can expect anything but 
strengthened opposition in their attempts 
to gain employment. And, if the I.A.M. 
is able to obtain closed-shop contracts, 
Negroes may be entirely excluded from a 
large sector of the industry. 


57 Attempts of some members of the Machinists’ 
union to have the restrictionist clause deleted from 
the union ritual were defeated at the 1940 conven- 
tion. Because the ritual is “secret,” all debate on 
this question is held in executive session, and dis- 
cussion is not reported in the convention proceed- 
ings. 


58 When Negroes demanded the end of exclusion 
at the Boeing Aircraft Plant in Seattle, the I.A.M. 
agent declared this entailed “too great a sacrifice.” 
Writing to the secretary of the Louisville, Kentucky, 
Urban League on April 28, 1941, a vice-president of 
the I.A.M. declared that the I.A.M. opposed any 
plan to train Negroes as machinists because such a 
program was “designed for the purpose of creating 
cheap labor for employers even though it is disguised 
as the National defense program.” In January, 
1942, President Roosevelt had to intervene to force 
a San Francisco local of the I.A.M. to give working 
permits to competent Negro shipyard labor. And in 
July, 1942, the Committee on Fair Employment 
Practices forced an I.A.M. local to cease distributing 
cards urging white workers to join to prevent the use 
of Negroes in skilled jobs, and another one to cease 
using the closed-shop provision of its contract to 
bring about the discharge of Negroes. 


NORTHRUP 


The experience of the colored workers 
with the United Automobile Workers has 
been much more pleasant. The U.A.W. 
actually facilitated the introduction of 
Negroes in the industry. Prior to the de- 
fense program, the U.A.W. had enrolled 
Negroes on an equalitarian basis but had 
made little effort to improve their occu- 
pational standing. As a result, 75 per 
cent of the 30,000 Negroes in the auto- 
mobile industry, who comprise about 6 
per cent of all automobile workers, re- 
mained concentrated in the tough, dirty 
work of the foundries. 

With the outbreak of the war and the 
conversion of the automobile industry to 
aircraft production, much of the foundry 
work disappeared. Except at the Ford 
River Rouge plant, where, besides the 
usual concentration in the foundry, Ne- 
groes were aiso employed in production 
and assembly-line jobs, little provision 
was made to retrain and reclassify Negro 
workers. The national officers of the 
U.A.W., however, demanded that Ne- 
groes be retrained and upgraded. Na- 
tional and local interracial committees 
were established to enforce the union’s 
nondiscrimination policy.* 

Discrimination in U.A.W. locals has 
not disappeared; but, as a result of the 
action on the part of the national officers, 
Negroes who would have been displaced 
have instead been retrained and upgrad- 
ed into better-paying jobs. When white 
workers conducted illegal stoppages in 
protest against the assignment to ma- 
chines of former Negro janitors who had 
taken war-training courses, R. J. Thom- 
as, U.A.W. president, ordered the strik- 
ers to return to work or suffer loss of un- 
ion membership and employment. The 


s* Weaver, “Racial Employment Trends... . ,” 
Phylon, III, 24-26; and Lester B. Granger, “Ne- 
groes and War Production,” Survey Graphic, XXX1 
(1942), 544. 
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Negroes have remained at their ma- 
chines, and the ringleaders of the disturb- 
ances have been dismissed.® If, then, the 
U.A.W. should obtain bargaining rights 
in a majority of the plants in the aircraft 
industry, Negroes may expect sympa- 
thetic treatment in their attempts to 
gain a more equitable share of the indus- 
try’s jobs. And if the U.A.W. is able to 
obtain closed-shop contracts, the nation- 
al leaders will be in an even stronger posi- 
tion to enforce their equalitarian princi- 
ples on recalcitrant local memberships. 


V 


This brief survey of Negro-union rela- 
tions has shown that labor organizations 
can be a great force either in imposing 
severe obstacles upon Negro workers or 
in assisting them to overcome the diffi- 
culties which they face in their efforts to 
obtain greater economic opportunities. 
It would seem that, prior to 1935, union- 
ism was more of a hindrance than a help 
to Negro workers. Since 1936, however, 
the pendulum seems to have swung the 
other way, and thousands of Negro work- 

* Granger, loc. cit. At least three such stoppages 
occurred. See the forthright discussion of the issues 
by Mr. Thomas in the United Automobile Worker, 
July 1, 1942. 


ers have benefited from increased wages, 
improved working conditions, and job 
security as a result of collective agree- 
ments. Moreover, it seems likely that 
unionism will continue to affect the wel- 
fare of Negro workers favorably. With 
the exception of the Machinists, and pos- 
sibly of the Boilermakers and Shipbuild- 
ers, the Electrical Workers, and the 
Plumbers and Steamfitters,™ most of the 
unions which habitually discriminate 
against Negroes either are relatively 
small or else are confined to industries in 
which the trend of employment had been 
declining, particularly the railroad indus- 
try. If our optimism proves correct, 
trade-unions will perform a real service 
in helping to alleviate the American race 
problem.” 


CorNELL UNIVERSITY 


6: The reader will recall that the Electrical Work- 
ers and the Plumbers have no rules prohibiting the 
admission of Negroes, but that they generally do not 
admit them in actual practice. 


* Tt is interesting to note that on two occasions 
Philip Murray, president of the C.I.0., has declared 
that one of the issues which must be discussed in the 
current peace negotiations between the C.I.0. and 
the A.F. of L. is the discriminatory practices and 
rules of certain A.F. of L. unions (see C.J.0. News, 
August 10, 1942, and New York Times, November 


10, 1942). 
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ONCENTRATION of the production 
of essential civilian goods in a few 
plants in each industry is a step 

which a nation at war may be forced to 
take when the need for resources becomes 
so critical that wasteful uses cannot be 
tolerated. When the War Production 
Board announced on July 23, 1942, that 
it had approved the principle of concen- 
tration of production as a means of fur- 
thering the war effort,” it was adopting a 
policy which has played an important 
role in the British war production pro- 
gram since March, 1941. In Great Britain 
some fifty industries had already been 
concentrated into “nucleus” plants by 
the middle of 1942, and about 250,000 
workers and over 55,000,000 square feet 
of floor space had been released for other 
purposes.’ In this country, on the other 


* Tam indebted to two of my former colleagues in 
the Labor Division of W.P.B., Richard A. Lester and 
Samuel E. Hill, for critical reading of the manu- 
script. 


2 Victory, July 28, 1942, p. 7. 


3 Speech by Hugh Dalton, president of the Brit- 
ish Board of Trade, in the House of Commons, July 
23, 1942 (Parliamentary Debates [Commons], sth 
ser., Vol. 382, col. 1212). A list of the fifty British 
industries subject to concentration by the spring of 
1942 is given in the London Economist, CXLIII 
(1942), 260. Mill and Factory, September, 1942, p. 
70, gives a list showing the amount of labor and fac- 
tory space released by concentration in each British 
industry. Some of this might have been released in 
any case by conversion to war work. 

In Germany concentration of production was 
forced by government action even before the in- 
vasion of Poland. A report in September, 1942, on 
the German war economy stated that concentra- 
tion “has made further progress in the textile trades, 
largely because of the coal shortage. Mills using 
lignite or water-power have preference in attaining 
‘nucleus’ status” (H. W. Singer, “The German War 
Economy, VI,” Economic Journal, LII [1942], 189). 
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hand, concentration programs were is- 
sued during 1942 for only four industries: 
stoves, typewriters, bicycles, and farm 
equipment. Despite earlier indications 
that concentration would play a more im- 
portant role in 1943 war production 
plans, the whole program seems to have 
stalled.* 

The purpose of this article is to con- 
trast the British and American concen- 
tration programs in terms of (a) their ob- 
jectives, (6) their formulation, (c) the 
standardization of products affected by 
concentration, (d) the reasons for the 
“lag” in this country, and (e) the treat- 
ment of the “‘closed” firm. Finally, some 
implications of wartime concentration of 
production for the post-war economy will 
be suggested. 


OBJECTIVES OF CONCENTRATION 


Concentration in Great Britain came 
after civilian industries had been cur- 
tailed drastically and after a large degree 
of conversion to war work had already 
been attained. According to the Econo- 
mist, “its object was not to bring about 


4 Joseph L. Weiner, director of the Office of 
Civilian Supply and chairman of the W.P.B.’s 
Concentration Committee, predicted in December 
that by the middle of 1943 concentration of produc- 
tion and simplification of consumers’ goods “will be 
well advanced” (New York Times, December 13, 
1942). But in April, Chairman Nelson of the W.P.B. 
described a January, 1943, report on further con- 
centration as “a dead pigeon” and suggested that a 
new committee may be appointed “to determine 
finally whether under present circumstances con- 
centration is feasible or desirable—and, if so, m 
what industries” (New York, Journal of Commerce, 
April 14, 1943). There have been indications that, 
while the W.P.B. regarded concentration as a 
wartime program, it feared the political repercus- 
sions of drastic action. 
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a curtailment in the output of consumers’ 
goods, but to concentrate their produc- 
tion, already reduced by the Limitation 
of Supplies Orders, into the smallest 
number of plants, in order to release the 
greatest possible volume of manpower, 
machinery, and factory space.”’ There 
was some conversion to war work follow- 
ing concentration, but this was a by- 
product and not a primary object of con- 
centration. Much more important in the 
British conception was the need for any 
kind of labor, especially younger work- 
ers, in the face of a growing over-all labor 
shortage and the need for factory and 
warehouse space to replace bombed-out 
areas. 

The pressure for concentration of pro- 
duction in this country during 1942 was 
of asomewhat different character. There 
was relatively more emphasis on (1) al- 
leviating the labor shortage in certain 
areas, (2) utilizing and protecting from 
otherwise inevitable shutdown the small 
firms which could not convert to war 
work, and (3) hastening the conversion 
of the larger, better-equipped firms. Fur- 
thermore, the first concentration pro- 
grams in the United States were ordered 
in connection with further drastic curtail- 
ments of the industries affected. 

In the spring of 1942, when the move 
for concentration got under way within 
the W.P.B., there were growing labor 
shortages in particular areas, although a 
nation-wide labor shortage had not yet 
developed. The representatives of the 
Labor Division urged that the reduced 
production in certain industries, such as 
stoves, typewriters, bicycles, and farm 
equipment, should be concentrated in 
areas where there was a comparative la- 


5 CXLUI (1942), 260. Concentration was also 
applied to certain industries, such as cotton and 
woolen textiles, which were subject to raw-material 
controls. 


bor surplus, thus releasing for war work 
the labor and other facilities of plants lo- 
cated in labor-shortage areas.° 

Both the Civilian Supply and the La- 
bor Divisions of the W.P.B. urged that 
special consideration be given in any con- 
centration scheme to the small, less-con- 
vertible firms which would otherwise be 
casualties of war. This was distinctly an 
American concept, since in the British 
program arrangements between small 
firms were “welcomed” but were “‘con- 
sidered on exactly the same basis as ar- 
rangements between the larger ones.”” 
In the United States the, plight of the 
small firm had prompted Congress to 
pass the Smaller War Plants Corporation 
Act, under the terms of which the W.P.B. 
was required to insure that small business 
concerns would be most effectively uti- 
lized in production of both war and essen- 
tial civilian goods. There were economic 
and political reasons, therefore, why 
small firms should be given some prefer- 
ence in government-prepared concentra- 
tion schemes. 

Finally, the protagonists of concentra- 
tion also argued that some of the larger, 
better-equipped firms, which were con- 
tinuing to manufacture their regular 
product under horizontal curtailment or- 
ders, could convert all of their facilities 
to needed war production and would be 
forced to do so if the remaining essential 
civilian production were concentrated in 
either the smaller firms or those in the 
labor-surplus areas. This “convert or 
perish” idea did not originate with con- 
centration, for it had been an integral 


® Changes Needed for Effective Mobilization of 
Manpower, Sixth Interim Report of the Select 
Committee Investigating National Defense Migra- 
tion, House of Representatives, October 20, 1942 
(hereinafter referred to as the “Tolan Report”), p. 18. 

1 Board of Trade Journal, May 8, 1941, p. 310. 
“Size is not .... a measure of fitness to become a 
‘nucleus’ firm” (London, Times, April 28, 1941). 
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part of the American and British conver- 
sion programs.* It has also been an im- 
portant part of the first American con- 
centration schemes, which involved met- 
al-using industries that were not yet suf- 
ficiently converted. In Britain, on the 
other hand, only four of the first thirty 
industries selected for concentration were 
metal-using: cutlery, musical instru- 
ments, razor blades, and toys.’ The great 
majority were in textiles, clothing, and 
household furnishings—industries which 
have not been affected by concentration 
in this country. 

In addition to releasing labor and 
other facilities for war work, the W.P.B. 
has officially stated that concentration is 
desirable when in particular areas there 
are shortages of “transport, power, or 
warehouse facilities.”” It has urged selec- 
tion of nucleus plants so as to eliminate 
cross-hauling if possible, reduce the 
strain on transportation facilities, and re- 
lease power and warehouse accommoda- 
tions in shortage areas.*® In the concen- 
tration orders issued during 1942 these 
considerations were largely ignored, sim- 
ply because adequate data on which to 
base decisions were not available and be- 
cause the programs became too compli- 


2? 


8 The idea was to “put the industry in jeopardy 
by serving notice that its regular production would 
be discontinued as of some future date, and there- 
fore it would have to secure war contracts if it ex- 
pected to continue operations. This was done in 
many of the consumers’ durable-goods industries, 
such as automobiles, refrigerators, radios, and wash- 
ing machines, in which production was discontinued 
entirely by the middle of 1942 without any concen- 
tration in nucleus plants. The British went through 
the same process earlier, following Dunkerque. See 
address by Sir Clive Baillieu, of the British Raw 
Materials Mission, February 13, 1942, in Converting 
Industry (transcript of Conference of Business- 
Paper Editors and Publishers with War Production 
Board Officials, Washington, February 13, 1942), 
issued by the W.P.B., Division of Information, 
February, 1942, pp. 58-6s. 


» Economist, August 29, 1942, p. 260. 
*© Victory, July 28, 1942, p. 7. 


cated and difficult to defend, if judg- 
ments were to be rendered on a number 
of variables.“ Data were available on 
size of plant, and on labor supply in par- 
ticular areas, and these were made the 
basis for the concentration formulas 
which were used.” 


FORMULATION OF CONCENTRATION 
PROGRAMS 


A further contrast between the British 
and American experience is found in the 
formulation of concentration programs. 


™ Transportation shortages are being met in 
other ways. For example, sugar refineries are being 
restricted to definite zones in the marketing of their 
product; petroleum refineries are required to pool 
supplies for transportation and storage purposes; 
and cross-hauling has been prohibited in such prod- 
ucts as wood pulp, and repair parts for track-laying 
tractors (New York Times, September 17, September 
30, October 25, 1942). 

In his statement on concentration to the Tolan 
Committee, Donald Nelson said that warehouse 
accommodation “is becoming a serious problem, 
especially in areas surrounding important ports. 
By closing and converting factories in these areas 
we can save time, labor, and building materials 
necessary to construct new warehouses” (Washing- 
ton Hearings, Part 34, September 16, 17, and 18, 
1942, p. 13213). Mr. Nelson did not elaborate on 
this point, and no concentration scheme during 
1942 involved warehouse facilities. 


™ Another objective of concentration was the 
same in both countries, although less emphasis was 
placed on it here. It is obvious that a few plants 
operating near capacity are more efficient in their 
use of resources than a large number of plants oper- 
ating at only a fraction of their normal capacity 
or manufacturing a small amount of civilian goods 
along with war production. Concentration thus 
may be justified on the ground of greater efficiency, 
apart from labor-market conditions, size of firm, 
and convertibility. The British argued that re- 
duced production in a large number of plants may 
“have serious repercussions on prices which the 
Government cannot ignore” (Cmd. 6258, Concen- 
tration of Production, explanatory memorandum 
presented by the president of the Board of Trade to 
Parliament by command of His Majesty, March, 
1941 [London: H.M.S. Stationery Office, 1941]). 
While this element was present in the discussions 
of concentration within the W.P.B., it was not speci 
fically mentioned in the official published announce- 
ment on concentration (Victory, July 28, 1942, P- 7): 
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In Great Britain the Board of Trade first 
invited the firms in an industry selected 
for concentration to work out their own 
“nucleus” arrangements voluntarily and 
present them for government approval. 
Under this procedure, a number of dif- 
ferent plans might be developed and put 
into effect in any one industry. Subse- 
quently the Board of Trade took the ini- 
tiative in developing further programs. 
In the United States all of the concentra- 
tion schemes ordered during 1942 were 
industry-wide and originated within the 
W.P.B., although industry and labor ad- 
visory committees were consulted in the 
final preparation of the orders. 

In the explanatory memorandum in 
March, 1941, announcing its policy, the 
British Board of Trade stated that it 
would indicate “the degree of concentra- 
tion required in every industry.” Each 
individual firm “which wishes to qualify 
as a ‘nucleus’ firm”’ was invited ‘‘to make 
arrangements with others that permit it 
to ‘run full’ or to approach as nearly to 
that condition as circumstances permit.” 
The nucleus firm also had to fulfil certain 
other conditions, such as providing for 
the compensation of closed firms and 
making satisfactory arrangements “for 
dealing with the workers affected by the 
scheme.””*3 

In the thirty industries covered by the 
original British scheme, the response was 
good. Most of the plans approved were 
proposed “voluntarily” by firms or 
groups of firms, although, if they failed 
to submit satisfactory arrangements, the 
government could deny them materials, 


"s Cmd. 6258, p. 3. For more detailed discussions 
of British schemes see also Mary E. Murphy, 
“Wartime Concentration of British Industry,” 
Quarterly Journal of Economics, LVII (1942), 129- 
41, and H. J. Mellon, “British Contraction of Con- 
sumers’ Goods Industries,” Economic Record (Na- 
tional Industrial Conference Board), IV (1942), 
320-27. 


withdraw their labor, or requisition their 
buildings.’* But in only a few of the orig- 
inal industries selected for concentra- 
tion was it necessary for the government 
to use its compulsory powers.’s 

In some industries voluntary. schemes 
were not submitted within the time lim- 
its set by the Board of Trade, and‘in an 
increasing number of cases the govern- 
ment nominated the nucleus plants. 
There was evidence that British business- 
men themselves began to prefer that the 
government make the selections and take 
the responsibility for working out the de- 
tails of the concentration schemes.” 
Twenty more industries were concentrat- 
ed during 1941-42, and in July, 1942, the 
Board of Trade announced “‘reconcentra- 
tion” in industries which had already 
been concentrated.*? 

In contrast to the early British con- 
centration plans, the first American pro- 
grams were all developed within the 
W.P.B. A Committee on Concentration 
was set up in August, 1942, to “have gen- 
eral charge of the concentration program, 
determining . . . . which industries are to 
be concentrated and the arrangements to 


4 Board of Trade Journal, June 20, 1942, pp. 299- 
300. 


*s Economist, November 22, 1941, p. 615. Gov- 
ernment compulsion was necessary in industries 
with a number of small units or with large but geo- 
graphically scattered units. According to Mr. Dal- 
ton, president of the Board of Trade, “it was the de- 
sire of the Government, which has been carried out, 
that as far as possible, concentration should be 
based on voluntary agreement between individual 
firms and not enforced from Whitehall... . . Toa 
large extent, each concentration scheme has been 
worked out and operated by the industry itself” 
(op. cit., cols. 2211-12). 


*6 This was reported by Dr. Arthur R. Burns and 
Henry A. Dinegar, of the Office of Civilian Supply, 
who were sent to England in July, 1942, by the 
W.P.B. to study the British experience (Victory, 
September 1, 1942, p. 11, and New York Times, 
November 12, 1942). 


17 Dalton speech (of. cit., col. 2212). 
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be made.’’** Actually, however, all of the 
1942 programs were worked out in broad 
outline by the Labor and Civilian Supply 
Divisions of the W.P.B. prior to the for- 
mation of this committee.'® 

The stove-industry concentration or- 
der, for example, was announced on May 
14, 1942, after industry and labor advis- 
ory committees had agreed to a program 
initiated by the Labor Division and ap- 
proved by higher officials in the W.P.B. 
In this order specific nucleus plants were 
not named, but certain criteria were list- 
ed under which an estimated 92 out of 
245 companies affected were required to 
discontinue stove manufacture after 
July 31, 1942. These criteria were: (a) 
size of plant (in terms of factory sales for 
the year ending June 30, 1941), and (0) 
condition of the labor-market area in 
which the firm was located. After July 
31, 1942, no company whose factory sales 
in the base period had totaled $2,000,000 
or more, or which was located in any one 
of thirty-nine designated “labor-short- 
age” areas, was permitted to continue 
production.”° 

*8 Victory, September 1, 1942. The chairman of 
the new committee was deputy director of the Office 
of Civilian Supply, and the other members were: 
deputy chairman of the W.P.B. for Smaller War 


Plants, director general for Operations, and director 
of the Labor Division of W.P.B. 


9 “Tolan Report,” pp. 18, 33-34. The Labor Di- 
vision’s concern for the manpower aspects of con- 
centration preceded the establishment of the War 
Manpower Commission, which subsequently sup- 
ported the Labor Division representatives in their 
position on specific programs. They also had the 
support of the organized labor groups affected, since 
these groups were generally anxious to press for 
rapid conversion to war work. See “Concentration 
of Civilian Industry: Labor’s New Problem,” 
American Federationist, February, 1943, pp. 8-10. 


2° The remaining manufacturers were cut to 70 
per cent of the weight of the iron and steel used for 
stove manufacture in the base period (Supple- 
mentary General Limitation Order No. L-23-c 
[Division of Industry Operations, W.P.B.], and the 
press release [WPB-1116] accompanying the Order, 
May 14, 1942). Subsequently, late in 1942, pro- 
duction quotas of the nucleus plants were revised 


The second concentration plan to be 
issued by the W.P.B. affected typewriter 
production and was part of a shutdown 
order directed at the four large firms in 
the industry. These firms were in labor- 
shortage areas and already had consider- 
able war work. The smallest firm, the 
Woodstock Typewriter Company, of 
Woodstock, Illinois, had relatively few 
war contracts and was located in a com- 
parative “‘labor-surplus” area. Represen- 
tatives of the Labor and Civilian Supply 
Divisions of the W.P.B. had urged for 
some months that, after a stock pile of 
typewriters had been accumulated, pro- 
duction should be discontinued in the 
four large firms and that Woodstock 
should continue to produce some office 
typewriters at a reduced rate after the 
shutoff.** On August 4, 1942, before the 
formation of the Concentration Commit- 
tee, the W.P.B. stipulated that the 
“manufacture of typewriters will be 
stopped completely on October 31, except 
for a relatively small number to be pro- 
duced for government agencies by the 
Woodstock Typewriter Company..... = 


upward to meet the unforeseen demand for alterna- 
tive heating facilities caused by the diversion of 
East Coast petroleum stocks for the North African 
campaign (L-23-d, December 3, 1942) (Journal of 
Commerce, December 12, 1942). 

According to one survey, “the [Concentration] 
plan is not liked by the industry” (New York Times, 
August 2, 1942), but the chairman of the W.P.B. 
Concentration Committee stated that it has “worked 
out favorably, except for the difficulty of {nucleus} 
manufacturers in getting materials under the priori- 
ties system, which will now be relieved in the func- 
tioning of the Controlled Materials Plan” (New 
York Times, December 13, 1942). This failure of 
nucleus firms to get necessary materials is obviously 
one point on which the whole concentration scheme 
could collapse. 


2* See testimony of Paul H. Norgren, acting chief, 
Industry Branch Consultant Service, Labor Pro- 
duction Division, at the Washington hearings of the 
Tolan Committee (Washington Hearings, Part 34 
September 15, 16, and 17, 1942, pp. 13163-64). 


= Limitation Order L-54-a, as amended; reported 


in Victory, August 11, 1942, p. 19. An earlier limita- 
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As in the typewriter industry, there 
were only a few firms manufacturing bi- 
cycles. In the first limitation order in 
March, 1942, bicycle production had 
been cut, and a standard “Victory” 
model designated. Subsequently, Labor 
Division representatives suggested that 
further manufacture be discontinued in 
labor-shortage areas, but the concentra- 
tion order which was announced on Sep- 
tember 2 provided for a reduced produc- 
tion of 10,000 bicycles a month to be con- 
centrated in two designated plants: the 
Westfield Manufacturing Company of 
Westfield, Massachusetts, and the Huff- 
man Manufacturing Company of Day- 
ton, Ohio.2* These companies were se- 
lected because they were manufacturing 
models needed by the armed services. To 
take care of military orders, they were re- 
quired to curtail or discontinue manufac- 
ture of civilian-type “Victory” models in 
order to keep within the monthly quota 
set as the maximum total production. 
Significantly, military needs outweighed 
other considerations, because both firms 
were in areas of impending labor short- 


age.”4 
THE FARM-EQUIPMENT PROGRAM 


Neither the typewriter nor the bicycle 
orders involved concentration on the 
English scale. Only two American pro- 
grams, stoves and farm equipment, are 
really comparable; and the farm-equip- 
ment concentration program is by far the 
more ambitious and controversial of the 
two. Plans were under way in the 
W.P.B. for a continuation of the horizon- 
tal curtailment of the industry when the 


tion order had curtailed standard typewriter pro- 
duction approximately 25 per cent in the large 
firms and 10 per cent in Woodstock. 


* Amendment No. 2 to General Limitation 
Order L-52, reported in Victory, September 8, 1942, 
P. 7. 


“ Norgren testimony (of. cit., p. 13165). 


Labor and Civilian Supply Divisions 
took a strong stand for concentration of 
standard-type farm implements (thus ex- 
cluding tractors, combines, and many 
specialized tractor-mounted implements) 
in the plants located in labor-surplus 
areas.” For the most part, these were 
small firms; but almost all of the “Big 
Seven” manufacturers had one or more 
plants in such areas. The arguments 
were the same as in the earlier concentra- 
tion programs. Labor should be released 
for direct war work in the labor-shortage 
areas, particularly in the Moline—East 
Moline—Rock Island—Davenport region, 
where plants of four large farm-equip- 
ment companies competed for labor with 
other war plants and arsenals. Some of 
the facilities of the larger firms should be 
freed for conversion to direct war work, 
and the resources of the smaller, less- 
convertible firms or those in labor-sur- 
plus areas should be utilized for the pro- 
duction of standard types of farm equip- 
ment. It was also argued that concentra- 
tion would minimize labor migration, 
which would otherwise take place from 
labor-surplus to labor-shortage areas. 
Labor migration would accentuate hous- 
ing and transportation difficulties in the 
latter areas and would require the use of 
critical materials to meet them. 

In the process of working out a con- 
centration order for this industry, a spe- 
cial industry-labor committee was called 

2s The Labor Division proposed concentration in 
this industry in March, 1942 (“Tolan Report,” p. 
p. 26). There were, however, earlier discussions 
within the W.P.B., and one proposal originated with 
a small implement manufacturer who felt that a 
horizontal cut would put him out of business. In 
view of the later controversy over the feasibility of 
concentration in the farm-equipment industry, it 
should be noted that the Labor and Civilian Supply 
Divisions consulted a number of manufacturers 


who assured them that concentration of standard- 
type farm implements was practicable. 

*6These are: International Harvester, Deere, 
Allis-Chalmers, Oliver, J. I. Case, Minneapolis- 
Moline, and Massey-Harris. 
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in to make suggestions. This was the first 
time that the W.P.B. had consulted with 
a specially appointed outside group be- 
fore a final concentration order was for- 
mulated. The labor members supported 
the proposals of the Labor and Civilian 
Supply Divisions of the W.P.B., but the 
industry members recommended against 
any concentration and suggested, in- 
stead, that quotas be graduated in favor 
of the smaller producers, leaving some 
production for the large firms.?’ 

After months of discussion within and 
outside the W.P.B. a farm-equipment 
concentration order was issued on Octo- 
ber 19, 1942. It reduced the production 
of new domestic equipment from 83 to 
20 per cent of the 1940 output by 
weight”®* beginning November 1, and 
“concentrated” much of the standard- 
type farm-implement production in the 
smaller companies. Because of different 
degrees of standardization in the prod- 
ucts of the industry, only semi-concen- 
tration was possible.?? No mention was 


27 Four of the five industry representatives were 
from large firms. Their program was described as 
one which proposed “sloughing off a little stuff that 
they [the large firms] were not interested in” (Wash- 
ington Post, October 6, 1942; see also Journal of 
Commerce, October 14, 1942). 


#8 This drastic cut was ordered at the insistence 
of the Office of Civilian Supply over the protests 
of the industry branch and the Department of Agri- 
culture, which urged higher quotas to meet the 
greater 1943 food-production goals. Subsequently, 
as a result of the Truman Committee’s criticism, the 
W.P.B. increased the steel allotments for farm 
equipment by 30 per cent for the first quarter of 
1943, although Chairman Nelson defended the 
original cut as necessary to save critical materials, 
in the light of the situation at that time. Steel 
allotments for the fourth quarter of 1942 had been 
raised earlier (New York Times, January 22, 1943). 


2? Limitation Order No. L-170. Section C and 
Schedule A contain the concentration provisions. 
Farm-equipment manufacturers are divided into 
three classes: Class A, with total net sales in 1941 
exceeding $10,000,000; Class B, net sales between 
$750,000 and $10,000,000; and Class C, net sales 
$750,000 or less. Percentage quotas for A, B, and C 
producers (based on their 1940 or 1941 production by 
units) were then listed for over three hundred types 


made of specific “labor-shortage”’ areas, 
as in the stove order, although the W.P.B. 
reserved the right subsequently to in- 
crease, decrease or transfer quotas be- 
tween producers, “including the transfer 
thereof from producers located in critical 
areas as the same may be designated 
from time to time by the War Manpower 
Commission.*° 

This order was the first concentration 
program to have the real imprint of the 
W.P.B. Concentration Committee, 
which, by its composition, could be ex- 
pected to favor the small firms. Since 
these firms were located largely in rural 
areas, where labor surpluses existed, the 
order fulfilled in an indirect way the ob- 
jectives of the original proposal—to the 
extent that concentration occurred. 
Some farm-equipment production con- 
tinued in the labor-shortage areas, be- 
cause the small firms got only as much 
standard-type farm-implement produc- 
tion as they could handle and because the 
large firms were later permitted, regard- 
less of quotas, to complete production of 
inventories of tillage tools which were go 
per cent or more fabricated.* 


of farm equipment, in nineteen separate groups’ 
Production of many standard-type farm imple- 
ments, such as one-row horse-drawn corn- or cotton- 
planters, horse-drawn mortarboard plows, stalk- 
cutters, one-horse cultivators, etc., was permitted 
only in the small, or Class C, plants. Other imple- 
ments, such as horse- or tractor-drawn listers, could 
be produced in all three classes of firms, although 
the percentage for the large firms was much less 
than for the medium-sized and small firms. Finally, 
all classes of firms were given equal percentage quo- 
tas of such specialized equipment as tractor-mounted 
planters and cultivators, combines, etc., which could 
not be concentrated in any particular firms. Repair- 
parts manufacture was also unaffected by con- 
centration, so that no plant was put entirely out of 
the farm-equipment business by the order. For a 
fuller discussion of the way in which quotas were 
determined see Arthur Robert Burns, “Concentra- 
tion of Production,” Harvard Business Review, 
spring, 1943, pp. 282-83. 

3° Limitation Order No. L-170, sec. C(2). 

3: Cf. “Concentration or Confusion?” Fortune, 
January, 1943, p. 140: “In the words of a top con- 
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Despite the fact that concentration 
seemed fully justified as a means of re- 
leasing some of the facilities of the larger 
firms for direct war work, utilizing more 
fully the small firms in the manufacture 
of standard-type implements and reliev- 
ing labor shortages in particular areas, 
the order has been under fire since it was 
issued. The Truman Committee not only 
criticized the cut as too drastic but called 
the concentration provisions impractical 
because medium-sized concerns might be 
injured and distributing and repair or- 
ganizations endangered.” 


STANDARDIZATION OF CONCEN- 
TRATED PRODUCTS 


Further standardization of farm equip- 
ment was not ordered in connection with 
the concentration program, although “‘re- 
quired specifications’ could be issued 
subsequently by the W.P.B. for any 
items, whether concentrated or not.*3 In 
Britain concentration of production was 
eventually combined with standardiza- 
tion or “concentration of products.” 
Simplified or “‘utility’”’” models were or- 
dered in a number of lines, such as cloth- 
ing, shoes, mechanical lighters, and house- 





sultant of the industry division, the whole concen- 
tration program in farm equipment might turn out 
to be ‘little more than a gesture.’ ” 

® Interim Report on Farm Machinery and Equip- 
ment, Special Committee To Investigate the National 
Defense Program, Senate, January 21, 1943. These 
criticisms were similar to those made earlier by the 
farm-equipment companies themselves. Mr. Nel- 
son replied that in ordering concentration the 
W.P.B. was carrying out the mandate given by Con- 
gress in the Smaller War Plants Act. 

The W.P.B. subsequently announced that, be- 
cause of the increased food requirements, Limita- 
ton Order No. L-170 would be revised and the con- 
centration features dropped. Since size of plant, 
rather than condition of the labor market, was made 
the basis for concentration, the following comment is 
Significant: “In some cases it was found that small 
and intermediate producers were faced with man- 
power shortages of which larger plants were rela- 
tively free” (Journal of Commerce, May 13, 1943). 


§L-170, sec. (j) (1) and (2). 


hold textiles. For example, two thousand 
clothing firms, out of twenty-five thou- 
sand in the industry, were designated by 
the Board of [Trade to manufacture 
“utility” clothes.*4 

Some standardization of products has 
accompanied the other American concen- 
tration schemes, but not on the scale of 
the British attempts. The stove order 
limited production in the concentrated 
plants to certain simplified and light- 
weight models, such as those with no 
storage space, warming closets, or acces- 
sories.*5 The sizes, kinds, and types of 
office typewriters to be produced by the 
Woodstock Company were subject to 
further specifications by the W.P.B.* 
Production of the “‘Victory”’ bicycle was 
to continue in the two nucleus plants 
only if the armed services did not require 
their facilities for the manufacture of 
combat bicycles.’7 In the future, W.P.B. 
officials have indicated, further concen- 
tration schemes will definitely be linked 
with standardization or simplification of 
products.* 


REASONS FOR LAG IN THE 
UNITED STATES 


When approval of the concentration 
principle was announced by the W.P.B., 
programs for several other industries, in 


34 Dalton speech (op. cit., cols. 2212-15). The 
purposes of “utility” production were twofold: 
(1) to facilitate price control by standardizing goods 
sufficiently so that their prices could be fixed and 
(2) to reduce production costs by getting the great- 
est output from the limited resources available. 
Complete standardization was not attempted, how- 
ever; and “the utility specifications leave a wide 
scope to manufacturers for variety, style, and in- 
genuity.” 

35 L-23-c, sec. (a). 

36 L-54-a, as amended. 

37 L-s2, Amendment No. 2, sec. (b) (4) and (9) 
(i). 

38 Statement by Joseph L. Weiner, chairman of 


the W.P.B. Concentration Committee, New York 
Times, December 13, 1942. 
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addition to those already discussed, were 
in preparation: warm-air furnaces, boil- 
ers, cutlery, dairy machinery, enamel 
kitchen utensils, and flatware and hollow 
ware. Subsequently, there have been dis- 
cussions in the press of possible concen- 
tration schemes in sugar-refining,*® fur- 
niture, lumber, and pulp and paper; but 
no additional programs were ordered by 
the W.P.B. in 1942. Industry, further- 
more, has preferred to leave the initia- 
tive to the government.*° 

Clearly, concentration of production 
has not been adopted as widely in this 
country as it was by the British govern- 
ment during a comparable period, despite 
numerous pronouncements by W.P.B. of- 
ficials that concentration “was coming.” 
There are many differences between the 
British and American situations which 
might explain the lag in adopting concen- 
tration programs here, but four factors 
stand out: (1) within the W.P.B. the 
concentration program did not have 
wholehearted support, (2) the W.P.B. 
lacked an over-all plan for civilian-goods 
production curtailment and concentra- 

39 There was much discussion in September, 1942» 
of a program in which sugar-refining would be con- 
centrated geographically in the most efficient 
plants, without much consideration being given to 
size of firm or condition of the labor market. A 
special seven-man committee from the industry 
was appointed by the W.P.B. to assist in the selec- 
tion of the nucleus plants (Journal of Commerce, 
September 5, September 14; Victory, September 2: , 


1942, p. 24). No concentration order was issued 
during the remainder of 1942, however. 


4° A survey by the New York Times (October 25, 
1942) found that practically no industry “has as 
yet developed a voluntary program for nucleus 
plants..... Those trade association executives who 
have discussed the subject with members found 
opinions about evenly divided as to whether indus- 
try should advance a voluntary concentration pro- 
gram or let the government develop one. One trade 
association executive .... reported that his indus- 
try will let government set up the nucleus plants 
and the association will devise a program to keep 
brand names alive. His argument was that a life- 
and-death decision over so many plants should not 
be left to industry alone, because of the competitive 
factor involved.” 


tion, (3) the need for concentration was 
somewhat less pressing than in Great 
Britain, and (4) the complexities in- 
volved were greater. 

Although the W.P.B. officially, through 
the chairman, approved the principle of 
concentration, many officials in the in- 
dustry branches remained unconvinced 
of the desirability of concentration in the 
particular industries for which they were 
charged with developing curtailment pro- 
grams. Efforts by other divisions in the 
W.P.B. to push concentration plans were 
resisted by many of these industry 
branches even when the need was clear.“ 
Since the agreement of the industry 
branch was necessary before an order 
could be issued, a program could be 
shuffled back and forth for months before 
a solution was found.” 

The early W.P.B. concentration pro- 
grams, furthermore, were not part of an 


4* “Tolan Report,” p. 18. It is easy, of course, 
to make the charge that these industry branch 
officials were “dollar-a-year-men” who were pro- 
tecting the interests of their companies and in- 
dustries, regardless of the war effort. Not only is 
this unfair to many sincere industrialists in the 
W.P.B. but, as an analysis of human motivation 
and action, it lacks subtlety. As the Economist has 
said in describing the British experience with in- 
dustrialists in wartime positions of governmental 
authority involving their own industries: “It is 
only human that the man whose whole life has been 
and will be in the trade should hestitate and hang 
back, that in a painful necessity he should see the 
pain more clearly than the necessity” (March 28, 
1942, p. 418). This may explain why Mr. Knudsen, 
formerly codirector of the O.P.M., in discussing 
possible conversion of the automobile industry in 
December, 1941, “repeatedly emphasized the difi- 
culty rather than the necessity of converting these 
facilities to war production” (“Tolan Report,” p. 
25). 

# Ibid., p. 34. “It took approximately 4 months 
of internal battling in the War Production Board 
to obtain the order concentrating the typewriter 
industry, A continuous fight, now (October, 1942] 
five months old, has been under way over the con- 
centration of the farm-equipment industry.” See 
also, Washington Hearings, Part 34, p. 13164; New 
York Times, October 25, 1942; and Fortune, Janu- 
ary, 1943, Pp. 105. Part of the delay, of course, was 
due to the difficulty of determining future require 
ments for the products affected. 
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over-all plan for curtailment and concen- 
tration of civilian-goods industries.*? In- 
stead, they were the result of specific 
pressures brought on the industry 
branches by the Labor and Civilian Sup- 
ply Divisions of the W.P.B. Following 
the announcement of the concentration 
policy, instructions were given to the 
W.P.B. industry branches to review ex- 
isting curtailment orders with concen- 
tration in mind; but not until later was 
there evidence that a complete program 
for the further curtailment and concen- 
tration of civilian industries was being 
prepared as part of a balanced war pro- 
duction plan.*4 In the absence of over-all 
planning, it is difficult to determine ac- 
curately the requirements for a particu- 
lar product or the materials that will be 
available for its manufacture. These are 
absolutely essential preliminaries for the 
development of any concentration pro- 
gram; and, if sufficient materials are not 
available later for the nucleus plants, the 
whole program may collapse. 

A third reason why an over-all concen- 
tration program was not adopted earlier 
may have been that the need appeared 
to be less pressing than in Britain. In 
1942 this country was faced with a ma- 
terials shortage rather than a general la- 
bor shortage, although there were many 
critical labor areas. In the absence of 
general recognition and agreement that 
regional labor shortages should be met by 
concentration of civilian production, as 

“The comments and suggestions of the Tolan 
Committee were especially pertinent on this point: 
“Only in terms of an over-all plan can relevant de- 
cisions be made how and when and what civilian in- 
dustries should be concentrated. Lacking such a 
plan, each concentration order has been treated as a 
separate little entity in itself, and subjected to the 
War Production Board Committee procedure of 
oy wrangling and log-rolling”’ (“Tolan Report,” 

“ See Victory, October 27, 1942, p. 1, and Donald 
Nelson’s speech before the Association of National 


Advertisers, as reported in Journal of Commerce, 
November 12, 1942. 


well as by other means, opposition to 
concentration continued. Disregard of 
regional labor-supply considerations was, 
in fact, a major error throughout much 
of the 1942 war production program, and 
it has continued into 1943. 

Finally, a fourth reason for the lag in 
government concentration of production 
in this country was the fact that the com- 
plexities were probably greater. This, at 
least, is the official explanation given by 
Mr. Nelson for the delay.** Our indus- 
tries are scattered over a much wider geo- 
graphical area than those of Britain, and 
regional factors must be given greater 
consideration. The anti-trust tradition 
here has precluded voluntary arrange- 
ments by firms or groups of firms, making 
government-developed plans for a whole 
industry the only practical alternative. 

The multiplicity of product types, fur- 
thermore, has limited the application of 
concentration to standardized lines, as 
long as drastic simplification is not or- 
dered at the same time. This complexity 
was particularly evident in the develop- 
ment of a concentration program for the 
farm-equipment industry, which has 
nearly sixteen hundred firms manufac- 
turing more than three hundred distinct 
types of farm equipment, some of which 
are specialized for use only with certain 
tractors or in certain regions. 


THE PROBLEM OF THE CLOSED FIRM 


A further contrast between the first 
British and American concentration pro- 


45 Nelson’s testimony before the Tolan Commit- 
tee (“Tolan Report,”’ p. 26; Washington Hearings, p. 
13194). In April, 1943, Mr. Nelson denied reports 
that the W.P.B. was pushing a nation-wide plan for 
concentration of industry, and added: “If we ap- 
pear to be making haste slowly in this important 
field, it is because we do not want to disrupt the 
pattern of American history without gaining corre- 
sponding benefits. ... . Each industry poses a par- 
ticular problem, which is, in turn, closely related to 
other industries and other problems. . . . . ” (Journal 
of Commerce, April 14, 1943). 
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grams was in their treatment of the firms 
closed by concentration. In this country 
no arrangements were made to take care 
of the closed or converted firms. On the 
other hand, the British program specifi- 
cally required that the “nucleus” firm 
“must make its own financial arrange- 
ments to compensate the firm or firms 
whose works are to be closed as a result 
of the scheme”’ and that “the arrange- 
ment must provide for the plant of the 
closed firm to be kept intact, unless the 
premises should be requisitioned.’’* 

In Britain actual arrangements varied 
between industries, but in a majority the 
nucleus firms manufactured at cost for 
the closed plants, which continued to sell 
the products under their own brand 
names and hence to share in the indus- 
try’s profits. The British made every ef- 
fort to keep brand names and distributive 
organizations alive, where possible. But 
in some industries, such as cotton-spin- 
ning, carpets, lace, pottery, and wool, the 
closed firms merely receive a payment 
from a central fund derived from levies 
on the nucleus firms. This payment was 
sufficient to cover overhead and mainte- 
nance costs only.*? 

The situation of the closed or convert- 
ed firm has differed somewhat among the 
first American concentration schemes, 
but during 1942 no compensation ar- 
rangements were worked out. The large 
firms were expected to be able to convert 
to war work, and in the typewriter indus- 
try in particular this has been done. All 


46 Cmd. 6258, p. 3. 


47 New York Times, November 12, 1942; Econo- 
mist, August 29, 1942, p. 260. Ten of the first fifty 
industries covered by concentration schemes had 
central funds drawn up for the whole industry (see 
Murphy, op. cit., for further discussion). If the clos- 
ing of some firms is inevitable in any case under a 
drastic horizontal or complete curtailment of pro- 
duction, it is a question whether compensation 
should be borne by the nucleus firms or by the gov- 
ernment as a “war loss.” 


of the four large companies have war con- 
tracts which occupy their manufacturing 
facilities fully, although they continue to 
repair typewriters in their service branch- 
es. Brand names are kept alive through 
national advertising.** Since the remain- 
ing typewriter firm and the two nucleus 
bicycle plants manufacture primarily for 
army and navy use, the competitive ad- 
vantage which a nucleus status gives 
them is not so great as if they sold di- 
rectly to civilians. If any civilian bicy- 
cles are manufactured, the unbranded 
“Victory”. model must be produced. 

The problem of brand names and dis- 
tributive organizations is more serious in 
the stove and farm-equipment industries. 
No industry-wide arrangements were 
made to take care of the small stove firms 
in labor-shortage areas. One reason was 
that comparatively few of these firms ac- 
tually had to go out of business. In many 
cases they secured subcontracts for sheet- 
metal products from war plants in the 
area. The firms permitted to continue 
stove manufacture were allowed to put 
their brand names on the simplified mod- 
els specified by the order. 

A special difficulty in the farm-equip- 
ment industry is that only the large firms 
had the nation-wide dealer organizations 
which could distribute new machinery 
and service or repair equipment already 
on the farm. The original proposals for 
concentration of production in the farm- 
equipment industry provided in broad 
outline that each firm could distribute a 
certain percentage of its base-period sales 
but that, if it were prohibited from pro- 
ducing particular items, these should be 


48 See, e.g., advertisements in Fortune, Septem- 
ber, 1942, pp. 21 and 29; Business Week, Decem- 
ber 19, 1942, p. 56. The W.P.B. has recognized as 4 
legitimate cost in war contracts a firm’s expendi- 
tures for advertising “to preserve its name and 
goodwill” when completely converted to war pro 
duction (Journal of Commerce, November 12, 1942): 
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secured from the “‘nucleus” plants. Dis- 
tribution by one firm, under its own 
brand name, of a product manufactured 
by another firm had been a frequent 
practice in the industry in the past. 
However, the concentration order finally 
issued by the W.P.B. made no provision 
for distribution. Criticisms were subse- 
quently made that the smaller plants 
which were assigned the bulk of standard 
implement production were not in a posi- 
tion to service retail outlets nationally 
and that established dealer organizations 
would “be pitched into chaos.’’*? 


EFFECTS ON POST-WAR ECONOMY 


The problem of the closed or convert- 
ed firms is especially important in cop- 
nection with the post-war effects of gov- 
ernment-imposed concentration of pro- 
duction. Will they be able to reopen and 
recapture their pre-war markets after the 
war, or will they face permanent loss of 
some of their dealers and customers? The 
answer will depend upon the length of the 
war and the arrangements made for these 
firms during and after the war, but some 
tentative conclusions can be suggested. 
It seems fairly clear that wartime con- 
centration of production in the United 
States (1) will make reconversion some- 
what more difficult but (2) will result in 
less post-war concentration of production 
in the large firms than would otherwise 
have been the case. Unless much more 
standardization of products accompanies 
concentration than has occurred to date, 
the permanent effect on the number of 
product types is not likely to be great. 

One result of concentration in this 
country has been to force greater and 


49 Advertising Age, December 7, 1942, p. 1; and 
Business Week, October 31, 1942, p. 16. The latter 
reported that “manufacturers explosively contend 
that this program is an unworkable piece of theory.” 


more complete conversion of certain 
plants to war production than would 
have occurred under a horizontal curtail- 
ment. Reconversion after the war will, 
therefore, be more difficult than if a 
trickle of civilian production had been 
maintained in each plant. Furthermore, 
there will be pressure on the government 
from the closed firms to “restrain” the 
nucleus firms immediately after the war, 
until the others can get back into regular 
production.*° The immediate post-war 
significance of this is clear. At a time 
when the national interest will call for 
the greatest possible production of civil- 
ian goods to minimize the danger of a 
post-war inflationary boom,™ the con- 
centrated industries may lag behind. To 
some extent, of course, there will be off- 
setting tendencies, because the closed or 
converted firms may have a greater stim- 
ulus to get back into civilian production 
rapidly than if all had been closed or con- 
verted during the war. 

After the reconversion period the ef- 
fects of wartime concentration of produc- 
tion may be even less favorable, although 
this seems unlikely if the first American 
concentration programs are typical of 
those to come. Despite the desire of the 
government to disturb the structure of 
an industry as little as possible, there is 
some evidence that British concentration 
schemes have accentuated the trend to- 
ward cartelization. One of the methods 
by which firms could qualify for “nucle- 
us” certificates was through merger; and, 
even in the looser arrangements, “many 
groups of firms would probably find it 
advantageous to remain combined after 


s° The large typewriter manufacturers asked in- 
formally that the W.P.B. restrict the nucleus plant 
to its 1941 production in the first year after the war. 

st See Sumner H. Slichter, “Postwar Boom or 
Collapse,” Harvard Business Review, autumn, 1942, 
PP. 5-42. 
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the war,” according to the Economist.” 
The Board of Trade’s method of encour- 
aging individual firms and groups of 
firms to submit concentration proposals, 
rather than planning a program for an 
entire industry, has probably resulted in 
many schemes “that will render the 
process of unscrambling difficult.” In 
some industries, such as cotton textiles, 
for example, the large firms have tended 
to absorb the smaller ones, as a result of 
the concentration program. This may be 
only a wartime continuation of a pre-war 
trend, but it seems likely that the trend 
has been accentuated. 

In contrast, the post-war domination 
of an industry by large firms or groups of 
firms does not seem to be a probable re- 
sult of the 1942 concentration programs 
in this country. One objective of concen- 
tration here has been to utilize the small 
firms in the war effort. Under drastic 
industry-wide horizontal curtailments, 
these firms would certainly have failed in 
large numbers, while the larger compa- 
nies would have kept alive with at least 
some war work. Government-planned 
concentration of production has, there- 
fore, probably lessened the danger of 
post-war control by the large firms rather 
than increased it. 

To be sure, the small nucleus firms 
have been given something of an advan- 
tage over their larger competitors by be- 
ing allowed to stay in business. But, with 
the possible exception of the stove indus- 
try, this advantage does not appear to 
be very great for the post-war period. On 
the contrary, these “‘closed”’ firms which 
have converted to war work will prob- 
ably return to civilian production with 
superior, less obsolete equipment than 
the small nucleus firms will have, and will 


52 November 22, 1941, p. 616. 


be better prepared to enter the post-war 
scramble for new products and markets, 


CONCLUSION 


If the concentration policy in this 
country should involve an increasing 
amount of product standardization, as in 
Great Britain, or if it should be extended 
to include distribution and retail trade,™ 
the post-war consequences might be far- 
reaching. But until these developments 
actually occur, the tentative conclusion 
is that, except in the reconversion period, 
wartime concentration of production is 
likely to have a beneficial effect on the 
post-war competitive structure. 

This is a possible result rather than a 
major objective, however. The case for 
concentration as a war measure must rest 
upon its clear advantages in utilizing 
scarce resources most effectively when 
the only alternative is production in all 
plants at uneconomic levels and haphaz- 
ard failures among the small firms. 
Growing manpower shortages, further- 
more, make it imperative that every pos- 
sible measure, including concentration, 
be used to relieve critical labor areas and 
utilize existing labor surpluses. 
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53 At its inception in August, 1942, the W.P.B. 
Concentration Committee announced that it did 
not plan, at least for the present, to consider con- 
centration of retail trade (Washington Star, August 
26, 1942). There has been no forced concentration of 
retail outlets in Great Britain, although a number 
have closed from other causes. There was consider- 
able opposition to government concentration of re- 
tail trade (Dalton speech [op. cit., cols. 2221-28, 
2237, 2826-27]). 

Germany has apparently resorted to concentra- 
tion in the retail and distribution fields. “In the 
retail trade, it is stated that up to August 1, 1941, 
of the 489,000 retail outlets 31,609 or 6.25% have 
been closed down..... Coal distribution is con- 
centrated with a view to ‘eliminating half the deal- 
ers’ ” (Singer, op. cit., p. 189). 
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THE INDUSTRIAL BOARD, PRECURSOR OF THE N.R.A.: THE 
PRICE-REDUCTION MOVEMENT AFTER WORLD WAR I 


E. JAY HOWENSTINE, JR. 


I. INTRODUCTION 


E Industrial Board was an execu- 
| tive agency set up in the Depart- 
ment of Commerce for the primary 
purpose of bringing about an immediate 
reduction of prices by business agree- 
ments to a level that would dispel buying 
hesitation on the part of governmental 
agencies and the consuming public. It 
was conceived purely as an emergency 
agency to cope with the gathering clouds 
of economic disaster in January and 
February, 1919. The plan was initiated 
by Secretary of Commerce Redfield with 
the support of an influential group of 
businessmen who had been advocating a 
business-controlled market under a mild 
form of federal supervision. Set up with 
great haste, the Industrial Board soon 
floundered on the rocks of one of the 
greatest public controversies of the peri- 
od. The one and only price agreement 
that it succeeded in completing was with 
the steel industry on March 21, 1919. 
The Railroad Administration, one of 
the largest users of steel, refused to ac- 
cept the approved prices on the ground 
that they were not reduced to a level that 
justified liberal buying by governmental 
agencies or the consuming public. With 
President Wilson in Europe and there- 
fore unable speedily to settle the dispute 
in the official family, the attempts to reach 
a compromise agreement dragged on for a 
month and a half before the Board re- 
signed on May 8. During that time there 
was a voluminous exchange of letters, 
telegrams, and public announcements in 
which the heat of impassioned disagree- 
ment brought forth a multitude of 


charges, accusations, opinions, and coun- 
tercharges. 


Il. THE PHILOSOPHY OF THE 
INDUSTRIAL BOARD 


The program proposed by the Indus- 
trial Board was very simple. Business 
leaders were confronted by the paradoxi- 
cal situation with which the world has 
since become so familiar. On the one 
hand, there were great needs and wants 
to be filled; on the other hand, industrial 
and agricultural means of production 
stood partially idle. As the Board put it, 
“the law of supply and demand” was 
“really inoperative.” 

However, it was not believed that the 
natural forces were permanently inopera- 
tive. “The law of supply and demand 
would cure the situation eventually, but 
can we afford to wait,” the Board asked, 
“first through a period of suspicion and 
uncertainty, then through a panicky 
crash in all markets, and then through 
chaotic readjustment?” Briefly, the 
problem confronting the Industrial Board 
was how to go from a highly inflated 
price level to a lower “normal” level at 
one jump; for, once a scale of prices had 
been reached which the consumer, the 
producer, and the government all regard- 
ed as a proper level, at least for the re- 
mainder of 1919, the tremendous latent 
buying-power in the economy would im- 
mediately become active, and the wheels 
of industry would hum again. 

In the process of price reduction due 

* News release (Official United States Bulletin, 
February 25, 1919, p. 1). 

2 Ibid., March 10, 1919, p. 2. 
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regard was to be given to industry, labor, 
government, and the public. The price 
level was not to be pushed so low that 
it would drive all but the most efficient 
producers out of business; the wages of 
labor were not to be forced to drop; nor 
were prices to be reduced so little that 
government purchasing agents and the 
buying public would not feel justified in 
buying liberally. Thus price reductions 
were to be made almost entirely by cut- 
ting profits, with no attempt being made, 
at least for the time being, to reduce la- 
bor, land, and capital costs. It was clear- 
ly a job calling for wise and judicious 
consideration of all the economic interests 
in the society. 

To avoid running afoul of the anti- 
trust laws, the procedure was to be kept 
very informal. The Board was to be a 
kind of “forum in which industry can 
meet and agree on a policy for itself at 
the instance and with the approval of 
Government.’’? Relying on the fine spirit 
of voluntary co-operation which had 
proved so valuable in the war, the Board 
planned to call into conference from time 
to time the industries of the country, be- 
ginning with those producing basic ma- 
terials, such as iron, steel, textiles, ce- 
ment, lumber, copper, brick, and other 
construction materials. At these confer- 
ences the Board would ascertain “present 
fair selling prices....and upon con- 
sidering the recommendations of the 
representatives of industry, form and an- 
nounce its conclusions.””4 

The scope and duration of the Board 
were not definite. The chairman, George 
N. Peek, expected that the Board would 
get all basic commodities on a lower price 
level within sixty to ninety days,‘ so that 
the work of the Board might be terminat- 

3 Ibid. 

4 Ibid., February 8, 1910, p. 7. 

5’“Price Plan Details To Be Clarified,” Jron 
Trade Review, LXIV (1919), 680. 


ed very shortly. But if industrial stagna- 
tion continued, the Board was expected 
to continue its work into as many lines of 
industry as possible. In any case, how- 
ever, it was only a temporary expedient 
to be withdrawn as soon as the natural 
forces began functioning again. 

The immediate objective of the Board 
was to secure a reduced price level that 
would bring the tremendous buying- 
power of the government itself into the 
market, particularly that of the railroads, 
telegraphs, and telephones, which were 
under government management. If gov- 
ernment departments were willing tobuy, 
it was expected that the widespread an- 
nouncement of that fact would promptly 
bring about a revival of private buying on 
a larger scale.° 

Here was a program of action which 
promised results in a hurry. It had the 
great merit of simplicity. It did not re- 
quire long and tedious debate by Con- 
gress; it merely utilized techniques of co- 
operation and combination that had been 
developed gradually over several decades, 
reaching their highest stage of perfection 
during the war. On the level of social 
philosophy the Industrial Board was 
made palatable to those captains of in- 
dustry who still believed in the free mar- 
ket by containing an unqualified indorse- 
ment of the law of supply and demand in 
its policy. On the humanitarian level it 
had the great virtue of protecting wage 
standards until a fall in the cost of living 
justified a downward adjustment of war- 
time wage levels. On the practical busi- 
ness level it appealed to management 
everywhere by bringing about a painless 
form of price readjustment through so- 
cially approved techniques of co-opera- 
tion. From the governmental point of 
view it not only promised to bring about 
a greater economy for purchasing depart- 
ments but had the potentialities of ex- 


6 Oficial U.S. Bulletin, February 25, 1919, P- 2 
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tracting the administration from the em- 
barrassing situation of industrial stagna- 
tion and unemployment. 


Ill. THE BOARD SETS TO WORK 


The iron and stee! industry was select- 
ed for the first agreement because of its 
strategic importance in the economic sys- 
tem. After several weeks of preliminary 
negotiations, a committee representing 
the steel industry met with the Board to 
ofier a proposed schedule of reduced 
prices. After two and a half days of dis- 
cussion and bargaining an agreement was 
reached, public statements were issued on 
March 21 by both the Industrial Board 
and Judge Gary representing the steel 
committee, and a schedule carrying a 10- 
20 per cent reduction in iron and steel 
prices was announced.” 

The Industrial Board “‘in giving its ap- 
proval to the schedule of prices’’ stated 
its belief that “a level has been reached 
below which the public should not expect 
to buy during the current year. .... Due 
and just regard for ....the public and 
capital and labor” had been taken 
throughout the price negotiations, with 
industry being asked to take “the first 
step and voluntarily . . . . make tempo- 
rary sacrifices in the interest of all.”” The 
price schedule was expected to necessi- 
tate some high-cost plants either shutting 
down temporarily or running at a loss for 
a period, but “it is expected that with an 
increased volume of business soon to be 
developed a reasonable return to the av- 
erage and better than average producers 
will be afforded.’’* 

In the course of the Board meetings 
the Railroad Administration representa- 
tive, Mr. Powell, had indicated disagree- 

7 A complete schedule of steel prices approved by 
the Industrial Board is to be found in George N. 


Peek, History of the Industrial Board of the Depart- 
ment of Commerce (privately published, 1923), p. 19. 


* Official U.S. Bulletin, March 22, 1919, p. 2. 


ment with the proposed price schedule. 
Taking steel rails as the basis of his criti- 
cism, Powell suggested that $40 should 
have been set as the price of rails instead 
of $47, but “Mr. Schwab declined to con- 
sider even a further $2.00 reduction, stat- 
ing that at less than $47.00 he would close 
down his Sparrows Pt. plant, which 
would have a very serious effect on thou- 
sands of men.’ Failing to secure any 
satisfactory compromise with the steel 
men, Powell requested that the Board 
strike out the words “the government 
and” in the following crucial sentence: 
“a level has been reached below which the 
government and the public should not 
expect to buy during the current year.””*° 
This was a clear indication of trouble 
ahead, but the Industrial Board ignored 
the danger sign and gave its final approv- 
al to the prices without consulting Direc- 
tor-General of Railroads Hines as to his 
objections. From this point on no real 
work was done by the Board. An im- 
passe had been reached from which neith- 
er side would give ground. 

In the meantime the Board had divid- 
ed its membership into subcommittees 
and had carried on negotiations with 
producers of cement, brick, lumber, sand, 
gravel, crushed stone, gypsum, window 
glass, box board, clay products, builders’ 
hardware, coal, certain food products, 
and wearing apparel. In some cases con- 
clusions had been reached, in others con- 
ferences were proceeding satisfactorily, 
and in still others only preliminary meet- 
ings had taken place." This work rapidly 
came to a standstill, however, after the 
underground struggle between the In- 
dustrial Board and the Railroad Admin- 
istration came out into the open. 

* Powell’s memorandum to Hines, Schedule of 
Prices (April 2, 1919), Railroad Administration Rec- 
ords, Archives. 

1 Peek, op. cit., p. 18. 

™ Ibid., p. 22. 
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IV. A CONFLICT OF ECONOMIC 
PHILOSOPHIES 


The controversy between the Railroad 
Administration and the Industrial Board 
provides a classic study in psychology and 
semantics as well as in economic theory. 
For here was the astounding phenomenon 
of both sides starting out from the same 
cabinet discussion, both sides quoting 
the same chapter and verse as a justifica- 
tion of their actions, yet each side steadi- 
ly pursuing a course of action that finally 
placed it in absolute contradiction to the 
other. How could two groups of sincere 
men, each devoted to the public welfare, 
arrive at such diametrically opposed posi- 
tions? The answer is not far to seek. It 
was a case of each side starting from 
basically contradictory assumptions and 
never finding a meeting of minds, in spite 
of the fact that to a large extent the same 
words were being used constantly by 
each group. 

Secretary Redfield and the members 
of the Industrial Board represented those 
segments of the business world which had 
been vigorously proposing the repeal of 
the anti-trust laws and the development 
of a business-controlled market under 
federal supervision. Up to that time Con- 
gress had turned a deaf ear to such pro- 
posals from the United States Chamber 
of Commerce, the National Association 
of Manufacturers, and others, so that 
they were forced to turn to other chan- 
nels if they were to secure the desired 
changes. When the economy failed to re- 
spond to natural forces in January, 1919, 
a golden opportunity was presented to 
secure the very controls they desired 
under the auspices of a sympathetic sec- 
retary of commerce. Given a free rein by 
President Wilson, Secretary Redfield and 
the Industrial Board proceeded to fashion 
the kind of supervisory body that they 
had in mind to take the place of the anti- 
trust laws. Here in the open, different 


industries would be permitted to make 
trade agreements and establish a “plane 
of competition.” 

The Industrial Board would kill a lot 
of birds with one stone. First of all, im- 
munity would be obtained from the anti- 
trust laws. Second, business would be 
freed from competition—“the relic of 
barbarism,” as Ambassador Gerard called 
it with the approval of the National As- 
sociation of Manufacturers.” Third, su- 
pervision by a board composed of busi- 
nessmen would certainly not be too se- 
vere ; in fact, it would be able to justify to 
the public the co-operative actions of 
business in case of attack from parties 
that “misunderstood” the purpose and 
methods of the Board. As long as busi- 
ness acted in a spirit of fairness and with 
an attitude of reasonableness, it would be 
left free to experiment with economic 
controls on its own initiative. In the 
fourth place, if price stabilization through 
the Industrial Board could be turned into 
a permanent institution, it would not 
only eliminate to a great extent the risks 
resulting from business instability and 
price fluctuations, but it would also give 
business intrenched power and improved 
profit margins. 

On the opposing side was the Railroad 
Administration, upholding the system of 
the free market. The natural laws of sup- 
ply and demand were held inviolate, and 
any tendency toward a restraint of trade 
was viewed with alarm. In the beginning 
the Industrial Board experiment was re- 
garded as giving “a reasonable promise of 
developing a buying program,” if rock- 
bottom prices could be achieved through 
a loose kind of interchange of opinion be- 
tween various government agencies and 
leading producers. But the Railroad Ad- 


Horace Atkisson, Readjustment (New York: 
National Association of Manufacturers, 1918), p. 36- 


*3 Hines’s letter to T. C. Powell, February 3, 1919, 
Railroad Administration Records, Archives. 
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ministration was constantly on its guard 
lest the Industrial Board be taken as an 
opportunity by business to utilize eco- 
nomic controls in its own selfish interests 
in violation of the anti-trust laws." 

Although the natural forces had not 
yet brought about the expected deflation 
in prices, the Railroad Administration 
would have insisted that it was only a 
matter of time before the free market 
would force prices down to a normal level. 
Little could be done by human interven- 
tion except possibly by forcing the issue 
of price reduction in an open exchange of 
opinion with manufacturers through the 
mediation of the Industrial Board. In 
this way perhaps the needed post-war 
price adjustments could be accomplished 
alittle more rapidly than if business were 
to wait for natural processes to bring it 
about. Starting from these opposing 
points of view, it is no wonder that a solu- 
tion to the dispute was never found. 


V. THE CONTROVERSY OVER THE 
PROPER PRICE LEVEL 


The conflict over what constituted a 
proper price level, although not coming 
out into the open until after March 21, 
dated in reality from the first cabinet 
meeting which discussed the plan on 
February 3, 1919.5 Director-General of 


“4 Ibid.; e.g., Hines said: “It may be that some 
business men would like to get the Anti-trust Act 
mixed up in this thing so as to give them a free hand 
to go ahead regardless of that Act. I do not think 
such a course ought to be sanctioned, I do not be- 
lieve the Attorney General would sanction it, and I 
think Congress and public sentiment would dis- 
approve.” 


_ 'SThe most important feature of the discussion 
in Hines’s mind was the emphasis made “by various 
members of the Cabinet, and others in touch with 
business conditions that no good purposes will be ac- 
complished by the beginning of a buying program un- 
less the prices are really ‘bedrock’ prices, which will 
convey in themselves a reasonable assurance to the 
general business public that prices are not likely to 
be further reduced” (Hines’s letter to Powell, Febru- 
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Railroads Hines and Secretary of the 
Treasury Glass, having implicit faith in 
the efficacy of natural forces, believed 
that no level short of “bedrock’”* or 
“rock-bottom”? prices would be ade- 
quate to justify renewed buying on a 
large scale. Their reasoning was some- 
thing like this: If the operation of nat- 
ural laws were relied upon to bring about 
price readjustment and industrial re- 
covery, inflated war prices would drop 
precipitously; losses would appear, forc- 
ing liquidation and _ reorganization 
throughout the economic system; wages, 
rents, interest, and practically all other 
cost items would take a similar tumble 
until the bottom was reached. Once bed- 
rock prices had been established, buying 
would be resumed on a large scale, pro- 
duction would increase, profit margins 
would reappear, and prices would begin 
to rise. Immediately after the war this 
was the process that was considered as 
the inevitable means to sound post-war 
recovery by the business community at 
large, by President Wilson, Bernard 
Baruch, the War Industries Board Price- 
Fixing Section under Chairman Robert 
Brookings, and others who had advised 
and carried out the rapid dismantling of 


ary 3, 1919, Railroad Administration Records, 
Archives). 

On the other hand, in a memorandum of the meet- 
ing by William Ritter, later a member of the Board, 
there was no mention of the necessity of getting 
down to “bedrock” prices, or even of making a great 
slash in prices. The central emphasis in his mind 
seemed to be that the level at which prices were final- 
ly stabilized was of minor importance compared with 
the fact of stabilization itself, followed by prompt, 
large-scale government buying at that level (Peek, 
op. cit., p. 5). 

"6 Hines mentioned the phrase twice in his letter 
to Powell on February 3, 1919 (Railroad Adminis- 
tration Records, Archives); Glass used the phrase 
in his final statement on May 12, 1919 (Peek, op. cit., 
P. 90). 

+7 Hines used that phrase in his letter to Secretary 
Glass on April 4, 1919 (Peek, op. cit., p. 30). 
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war controls in November and Decem- 
ber, 1918."* 

According to the Railroad Aministra- 
tion the purpose of the Industrial Board 
was to bring about at once and in one 
step the price reduction that most people 
up to that time believed necessary and in- 
evitable before a sound basis for peace 
prosperity could be laid. Higgling and 
bargaining between buyers and sellers in 
a court of mediation, particularly in view 
of the great buying-power the Railroad 
Administration wielded, would be the 
means of bringing about artificially a 
price reduction nearly equivalent to that 
which would likely be achieved eventual- 
ly through the natural processes of the 
free market or, in other words, a bedrock 
level. The bedrock level was thus a cost 
or near-cost level, and price stabilization 
attempted at any level above that point 
would be sure to fail because it would not 
induce a volume of buying sufficient to 
sustain that level. 

The Industrial Board, starting from a 
different frame of reference, never men- 
tioned the necessity of getting down to 
bedrock prices but talked about reduced 
prices in these terms: a “satisfactory 
level of prices,”*? a ‘“‘proper level of 
prices,’”° “present fair selling prices of 
materials,’ “a firm foundation,’ “the 
lowest plane possible having due regard 

*8 Thus, for example, a letter of one of the Rail- 
road Administration men related the fact that “Mr. 
Brookings told me that he had advised the steel men 
that the best thing they could do for themselves 
would be to put the price of their products down to 
actual cost at the present time, and run on that basis 
for a few months while orders were accumulating in 
order to stimulate business and give the country a 
good start towards developing an active business” 
(letter of John S. Williams, former director of Divi- 
sion of Finance and Purchases, to Director Hines, 
March 21, 1919, Railroad Administration Records, 
Archives). (My italics.) 

9 Official U.S. Bulletin, February 8, 1919, pp. 
I, 7. 

2° Ibid. 1 Tbid. 

* Ibid., February 25, 1919, pp. 1-2. 
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for industry, labor and Government,’ 
“a stable and wholesome scale of 
prices,”*4 “the lowest reasonably expect- 
ed level,’*S and “fair and reasonable” 
prices.” Clearly the essence of the Indus- 
trial Board notion was that the reduction 
be “fair and reasonable,” whereas the 
Railroad Administration insisted that it 
be down to “‘bedrock.”’ 

Rejecting at least temporarily the 
mechanism of supply and demand, the 
Board was intent on securing a reduced 
level of prices that would not be so dras- 
tic as might be obtained through the 
operation of natural processes, or a meth- 
od closely approaching it, but one that 
would nevertheless be “fair and reason- 
able.” And how were they to give the 
concept “‘reasonable”’ a definite and clear- 
cut content? This could be achieved 
merely by scientific, objective cost analy- 
sis of the different industries. As Chair- 
man Peek said, the Board ‘“‘studied cost, 
added reasonable profits and promulgat- 
ed the result.”*? Following an orderly, 
planned demobilization procedure, the 
Industrial Board set up certain limita- 
tions that were to be followed in carrying 
out the price-reduction program: (1) 
Prices should not be reduced to a level 
that would force manufacturers to reduce 
wages; ** (2) prices should not be so low 


23 Ibid. 

28 Ibid. 

26 Secretary Redfield’s cable to President Wilson, 
March 27, 1919 (Railroad Administration Records 
Archives). 


27 Statement issued by Peek for the Board, May 
10, 1919 (Peek, of. cit. p. 89). As an indication of 
how far apart Hines and Peek were on the method 
that the Board should have followed, Hines stated 
publicly on May 8 that the February 3 Cabinet 
meeting “distinctly declined to approve any plan for 
announcing prices at which the general public would 
buy” (Railroad Administration Records, Archives). 


*8 The first official statement of policy affirmed 
that “....no readjustment in the true wages 
labor, as measured by purchasing power, should be 
attempted, though it was felt that as the cost of liv- 
ing is reduced, labor would readily agree to the cor- 


24 Ibid., March 10, 1919, p. 2. 
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to government agencies that manufac- 
turers would be forced to recoup losses by 
a higher price to the buying public; and 
(3) the approved prices should not liqui- 
date the “average, efficient, independent 
producer.’”?° 

Unfortunately, there were no up-to- 
date impartial data to which both sides 
could appeal for a fair decision. The In- 
dustrial Board based its judgment on 
cost data submitted by the steel interests, 
on Federal Trade Commission cost data 
collected in October, 1918, and on inde- 
pendent investigation of its own. The 
Railroad Administration had no compre- 
hensive cost data to submit without se- 
curing access to the steel costbooks and 
continually admitted as much. What it 
did object to, however, were the exclusive 
interpretations and inferences which the 
Industrial Board had insisted in placing 
on the cost data that were available.*° 

In a meeting with the Industrial Board 
on April 5, the Railroad Administration 
presented eleven objections to the inter- 
pretations which the Industrial Board 
had placed on the cost data, but all of 
them were brushed aside.** These objec- 
tions were: (1)The railroad representa- 
tives questioned the conclusive character 
of the Federal Trade Commission data in 


responding adjustments in money wages” (Official 
U.S. Bulletin, February 8, 1919, p. 7). 


*? Peek’s letter to Secretary Redfield, May 5s, 
1919 (Peek, op. cit., p. 73). 


3° For example, a letter from Lovett and Walters 
to Hines, April 24, 1919 (Railroad Administration 
Records, Archives); Hines’s telegram to Redfield, 
April 27, 1919 (Peek, op. cit., p. 71). 


3* Memorandum from Lovett, Spencer, and Wal- 
ters to Hines, April 6, 1919 (Railroad Administration 
Records, Archives); Hines’s press statement, May s, 
1919 (#bid.); Hines’s press statement, May 8, 1919 
(ibid.); Hines’s press statement (Oficial U.S. Bulle- 
tin, June 9, 1919, p. 23). The Daily Metal Reporter 
of April 24, 1919, also carried a scathing criticism of 
the Industrial Board interpretation of the steel cost 
“ (advance copy, Railroad Administration Rec- 
ords). 
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view of the fact that there had been no 
uniform cost accounting in the steel in- 
dustry and the different companies were 
permitted to answer the forms sent out 
by the Commission in such manner as 
they deemed proper; (2) the Commis- 
sion’s data were collected during the war 
when labor efficiency was unusually low; 
(3) coal, coke, and other raw materials 
had fallen in price since October, 1918; 
(4) the price of scrap steel had fallen 
more than 50 per cent since the Armis- 
tice, and steel companies were using pro- 
portionately more scrap then than during 
the war; (5) wartime costs included in 
many instances heavy increases in the 
royalty for ore, i.e., the assumed value of 
the ore in the ground, which did not rep- 
resent an actual increase in cost; (6) the 
cost of water carriage of ore during the 
war was unusually high because of the 
shortage and danger of shipping, particu- 
larly in the case of a Bethlehem Steel 
mine in Cuba; (7) the high costs reported 
by the steel companies for March, 1919, 
were due to temporary costs of readjust- 
ment and the low level of output on 
which overhead costs were distributed 
and hence were not a fair basis as a 
permanent floor to stimulate a buying 
movement; (8) certain inconsistencies in 
price differentials as between different 
kinds of iron and steel were pointed out 
as compared to the pre-war price struc- 
ture; (g) they requested that a traditional 
$2.00 differential maintained between 
open-hearth and Bessemer billets be re- 
moved in view of the fact that costs of 
each were practically the same; (10) 
certain questions were raised about the 
allocation of overhead costs for by-prod- 
ucts; (11) they claimed that steel corpo- 
rations had made fabulous wartime prof- 
its and therefore were in a position to 
forego profits for a temporary period. 
For some unknown reason the Indus- 
trial Board never issued a detailed refuta- 
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tion of the specific objections which the 
Railroad Administration brought against 
its interpretations of the available cost 
data.* The Board’s only reply was (1) a 
letter from Judge Gary which testified 
to the fact that direct labor costs alone 
had increased $19.48 per ton from 1913 
to April, 1919, whereas the approved 
price schedule on steel rails was only 
$17.00 more than in 1913;3% (2) the fact 
that during December, 1918, steel prices 
had already been reduced voluntarily 
from 5 to 6 per cent below wartime 
prices; and (3) the fact that under the 
system of competitive bidding the best 
price that the Railroad Administration 
had been able to secure from steel manu- 
factures for rails only three weeks before 
the new agreement was $52.00 a ton, or 
$5.00 more than the approved schedule.*4 
With each side having an apparently 
sound basis for its interpretation of the 
available cost data, there was no meeting 
of minds as the controversy over costs 
went round and round. 

Working within its logic, the Indus- 
trial Board insisted that the Railroad 
Administration’s opposition was based 
on a refusal to accept the limiting condi- 
tions of the price program ;** and a survey 
of the record gives at least some basis for 
suspicion that this was true. First of all, 
in spite of Director Hines’s positive 
statement on February 3 on the impor- 
tance of maintaining wages,** this ques- 

3? The only attempt to refute the Railroad Ad- 
ministration’s criticisms of the Board’s cost analysis 
that the writer has found is an editorial, ‘“Misrepre- 
sentation of Steel Costs,” in Iron Age, CIII (1919), 
1313-14. 

33 Peek’s press notice, April 10, 1919 (Peek, op. 
cit., pp. 46-47); Gary’s letter to Peek, April 9, 1919 
(ibid.). 

34 Peek’s press release, May 26, 1919 (Industrial 
Board Records, Archives). 

35 Peek’s memorandum presented before Cabinet 
meeting, April 2, 1919 (ébid., pp. 23-27). 

36 Hines’s letter to Powell, February 3, 1919 
(Railroad Administration Records, Archives). 


tion still appeared unsettled in the minds 
of at least some of the Railroad Adminis- 
tration group as late as March 26, be- 
cause a Powell memorandum to Hines of 
that date urged the “advisability of first 
determining whether you are committed 
to any Governmental policy in the mat- 
ter of wages in the steel industry.”’37 At 
a meeting of railroad representatives 
with the Industrial Board on April s, 
however, the position of the Railroad 
Administration was made very clear as 
not contemplating any reduction in steel 
wages.** Second, Peek’s charge that the 
Railroad Administration wanted to use 
“its power of monopolistic buying”? to 
drive a lower price for its purchases than 
the public could secure was not explicitly 
deniec until April 10, 1919, when Direc- 
tor Hines stated that it was “never con- 
templated” that the Railroad Adminis- 
tration “should get a lower price level 
than the general public.’’*° 

The next step in clearing away points 
of disagreement came when Secretary 
Redfield challenged Hines on the ques- 
tion of “bedrock” versus “fair and 
reasonable” prices. In a letter to Glass 
on April 4, Hines emphasized strongly 

37 Memorandum from Powell to Hines, March 26, 
1919 (Railroad Administration Records, Archives). 
In this same memorandum Judge Lovett, one of the 


representatives of the Railroad Administration, was 
referred to as feeling that wages must come down. 


38Memorandum from H. B. Spencer and R. S. 
Lovett to Hines, April 6, 1919 (Railroad Adminis- 
tration Records, Archives). 


39 Peek’s press notice, April 10, 1919 (Peek, op. 
cit., p. 46). 


4° Hines’s press notice (ibid., p. 44). It is signifi- 
cant in this connection that President Wilson in a 
cable to Hines on April 19 urging reconsideration of 
prices requested that he try to agree on a price that 
would not be the lowest he could demand, but the 
lowest price that could be obtained, “without, in 
effect, obliging the purchasers of steel in other forms 
to reimburse the manufacturers by the prices they 
pay for what the manufacturers will deem they lost 
in the transaction with the Railroad Administration” 
(cablegram from Wilson to Hines, April 18, 1919, 
Railroad Administration Records, Archives). 
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that “the whole purport of the original 
conference . . . . was that the prices must 
be ‘rock bottom’ prices.’ In his re- 
joinder Secretary Redfield met the rock- 
buttom issue so squarely and so effective- 
ly that Hines never mentioned the phrase 
again. 

.... if the industry in an open discussion 
with the facts on the table met the government 
half-way, the government must remember that 
itrepresents the people of the country and not a 
hard buyer determined to secure what the Direc- 
tor General calls “‘rock bottom” prices. 

To secure such “rock bottom” prices in the 
sense in which that phrase was commonly used 
in pre-war days, seems to me now a social and 
patriotic error.# 


Instead of sticking to rock-bottom 
prices in his next public statement, Hines 
conceded that “the object of the Railroad 
Administration throughout has been to 
obtain a fair and reasonable level.”* 
Evidently Hines did not feel confident 
that if the issue had been fought on the 
basis of bedrock or rock-bottom prices he 
would have been sustained in the court of 
public opinion. This was indeed a major 
concession and significant evidence of the 
temper of the times. The competitive 
society had become so softened by the 
impact of the control philosophy that Di- 
rector Hines feared to lock horns on 
what amounted to a competitive plat- 
form.‘4 


* Letter from Hines to Glass, April 4, 1919 (Peek, 
op. cit., p. 30). 

# Memorandum from Redfield to Glass, April 7, 
1919 (ibid., p. 40). 

* Hines'spress notice, April 10, 1919 (ibid., p. 44). 


“ The extent of revolutionary change in both the 
government and the people was well illustrated by 
the following comments of the New York Times 
financial editor: 

“The business relations between individual and 
Government have undergone a vast change since 
1914. Whereas the initiative in any effort to ap- 
proach a mutually agreeable basis for commodity 
Prices would, prior to the war period, have come from 
the producers, there has just been witnessed a far- 
reaching development in which the initiative came 


With the three issues—(1) reducing 
wages, (2) burdening the public, and (3) 
rockbottom prices—cleared out of the 
way and with Hines putting the issue in 
terms of fairness and reasonableness, it 
appeared that, with President Wilson 
coming to the rescue on April 17 in asking 
for a fair reconsideration by all parties 
concerned, fair-minded men should cer- 
tainly have been able to come to some 
kind of reasonable agreement. Accord- 
ingly, another meeting of the Board was 
held with the Railroad Administration 
representatives on April 24, only to end 
with both sides maintaining their former 
positions. 


VI. SOME CONCLUSIONS ON THE 
PROPER PRICE LEVEL 


The final result of the price-level dis- 
agreement was therefore a draw, each 
side making demands on the other which 
failed to come to grips with the real issue. 
The position of the Railroad Administra- 
tion was that the prices were not so low as 
they reasonably could be expected to be, 
that the Industrial Board had failed to 
make its case with the public, and that 
therefore the Railroad Administration 
was not justified in taking responsibility 
for giving an indorsement to prices of 
such a character. In other words, the 
approved level was not sufficiently at- 
tractive to justify large-scale buying by 
either the public or the government 
agencies. The Industrial Board’s reply 
was that (1) the immediate business reac- 
tion to the announcement was favorable, 
some steel companies reporting increases 


from the government... . . The purpose of Secretary 
Redfield and his.... Industrial Board... . was 
highly commendable, yet this alters not the fact that 
the once heinous misdemeanor of price regulation by 
agreement has been stamped with Government ap- 
proval . .. . strange as it may seem, in contrast with 
popular opinion when the great ‘trusts’ were being 
prosecuted, the public approves of what is going on” 
(New York Times, March 24, 1919, p. 18). 
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in orders up to 40 per cent, (2) the Rail- 
road Administration was the only gov- 
ernmental agency which had refused to 
accept the schedule,** and (3) the only 
level that would ever prove inherently 
attractive to the Railroad Administra- 
tion was one that would either reduce 
wages, liquidate the average producer, or 
place a corresponding burden on the 
public. 

The Industrial Board further charged 
that the burden of proof lay on the Rail- 
road Administration to deduce new evi- 
dence and new facts that would justify 
the Industrial Board in reconsidering and 
lowering the approved schedule. In the 
absence of any new cost data, the Indus- 
trial Board felt bound by principle to its 
original decision. To this demand the 
Railroad Administration continually ad- 
mitted that it had no new cost data, but 
it did raise a good many serious objec- 
tions to the conclusiveness of the cost 
data on which the Industrial Board de- 
cision had been based—objections which 
were never adequately answered, at least 
in public print. 

Although on the surface the Industrial 
Board approach was an objective, scien- 
tific cost analysis, there were many prob- 
lems of cost accounting and cost deter- 
mination which did not admit of the 
simple, direct conclusions that the Indus- 
trial Board insisted were possible. With 
no uniform system of cost accounting in 
use in the steel industry and with no 
agency fairly representative of the public 
having access to the books of the steel 
companies, there was no means readily at 
hand whereby a really objective cost 
study could be made. Moreover, there 
were two crucial issues in the dispute over 
what constituted a fair and reasonable 
price level that were never adequately 
discussed or handled by the Board, name- 


48 Redfield memorandum for Glass, April 7, 1919 
(Peek, op. cit., pp. 40-41). 


ly, (1) how much profit, if any, should be 
included in the approved price level and 
(2) at what volume of output should per 
unit costs be computed? 

At many points in the controversy the 
Railroad Administration raised the ques- 
tion of profits as the basis of its demand 
for further reductions in the approved 
price schedule, but the Industrial Board 
never met the issue squarely. The 
Board’s answer was merely that a further 
lowering of prices would be either (1) 
“prejudicing labor” or (2) “prejudicing 
too large a proportion of industry.” 
The Board never recognized, nor did the 
Railroad Administration succeed in 
pointing out clearly, that there was 
really a third alternative not involving 
the two disastrous results above, namely, 
that the average independent steel pro- 
ducer instead of receiving reasonable 
profits should temporarily receive none 
at all or only a very small rate of profit. 
This, it will be recalled, was the sugges- 
tion that Robert Brookings, former 
chairman of the Price-Fixing Division of 
the War Industries Board, had made to 
the steel interests at the time of the steel 
meeting. 

A brief survey of steel profits during 
the preceding three years, 1916-18, 
lends some support to the Railroad Ad- 
ministration’s view that profits be re- 
duced to a near-zero level in order to 
stimulate business activity. The United 
States Steel Company’s net earnings on 
all rolled-steel products amounted to 
$21.58 per ton in 1916, $35.73 per ton in 
1917, and $33.53 per ton in 1918. Its 
combined earnings in 1917-18 were ap- 
proximately $1,000,000,000, or the equiv- 
alent of the annual rental which the fed- 
eral government was paying for the use 

46 Minutes of Meeting of the Industrial Board with 
Representatives of the Railroad Administration for the 
Purpose of Endeavoring To Reach an Agreement as 


Regards the Price of Steel, April 24, 1919 (Industrial 
Board Records, Archives), p. 15. 
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of the railroad system of the entire coun- 
try. Midvale Steel and Ordnance Com- 
pany had similar earnings per ton of steel 
output, these being $24.62, $44.23, and 
$35.93 in 1916, 1917, and 1918, respec- 
tively.‘7 Total net corporate profits in 
the United States amounted to $8,500,- 
000,000 in 1919, $9,500,000,000 in 1918, 
and $10,700,000,000 in 1917—triple pre- 
war annual net earnings.“* During the 
war the business justification for such 
tremendous profits on war contracts had 
been that huge profits were necessary to 
offset the great losses that would be 
incurred when deflation of prices came 
with peace. Yet, when peace came, there 
was a conspicuous resistance on the part 
of business to take the losses that were 
their due. Had the Railroad Adminis- 
tration been alert, it could have made a 
very effective stand on the profits issue by 
adducing some of Secretary Redfield’s 
own statements in support of its inter- 
pretation of the original program. ‘® 


47 Hines’s public statement (U.S. Bulletin, June 
9, 1919, p. 23). An interesting commentary on the 
attitudes of the steel men of the time is to be found 
ina letter of March 21, 1919, by Mr. J. S. Williams, 
former director of the Division of Finance and Pur- 
chases in the Railroad Administration: 

“The steel men are still imbued with the ideas 
which possessed President McCullough, of the Lack- 
awanna Steel Co. when in his interview in my office 
a few weeks ago, he definitely declared that, although 
the actual cost of rails at the Lackawanna Works 
was not more than $40. per ton, with perhaps a few 
dollars additional for overhead charges, he would 
prefer to close down his works and throw seven thou- 
sand or eight thousand men out of employment 
rather than accept for his rails less than $52. per ton, 
even though he might receive an order which would 
keep his mills going at full capacity for the entire 
balance of the year, if he should consent to sell at, 
say, cost plus ten per cent” (letter to Director Hines, 
March 21, 1919, Railroad Administration Records, 
Archives). 

“ David Friday, Profits, Wages, and Prices (New 
York, 1921), p. 15. 


* For example, on February 16, Secretary Red- 
field said: “I have been assured by leaders in many 
lines of industry that they will be willing to operate 
their plants without profit for the next two or three 
months, if thereby they can help to start commodi- 
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The second crucial point in all the dis- 
cussion of steel costs, i.e., the volume at 
which per unit costs should be computed, 
was part of the Railroad Administra- 
tion’s attack on the interpretations and 
inferences which the Industrial Board 
had insisted in placing on the available 
cost data, but it was not highlighted in 
nearly the way it deserved. Costs in any 
highly capitalistic industry mean little 
except with relation to a given level of 
output. When production was only 25 
per cent of capacity, per unit costs might 
easily be double what they would be if 
production were going at approximately 
full capacity. Significantly enough, the 
Industrial Board was launched at a time 
when production was at an abnormally 
low volume, so that it was no doubt true 
that, at the going volume of production, 
prices were not excessively high. But if 
the Industrial Board price-reduction 
program had gone on to completion and 
if steel production had returned to a rela- 
tively high level of output, it is question- 
able whether or not the costs in such a 
situation would have justified the sched- 
ule of prices approved by the Board. But, 
since these two crucial factors in cost 
determination were never given the prom- 
inence they deserved, a thoroughly scien- 
tific conclusion could never be reached. 


VII. THE CONTROVERSY OVER METHOD 


While the immediate and vital issue in 
the Industrial Board—Railroad Adminis- 
tration controversy was the question of 
prices, the dispute over method was a 
fundamental issue that dominated much 


ties to moving and thus free American business from 
the stagnation which has hold of it.” This originally 
appeared in the Washington Star, February 16, 1919, 
and was quoted in the Daily Digest of Reconstruction 
News, February 17, 1919, p. 2. Again on March 10 
Secretary Redfield stated that “the foremost con- 
sideration of the Industrial Board will be to cut off 
excessive profits in industry” (ibid., March 11, 1919, 
p. 2). 
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of the discussion. The Railroad Ad- 
ministration’s conception of the Board 
was that of a mediation body, similar to 
machinery utilized in labor disputes, in 
which the Board would have no power to 
arbitrate or decide but only to keep 
open channels of intercourse between 
the two negotiating parties. This proce- 
dure would provide as nearly as possible 
a human equivalent to the operation of 
natural forces. Instead of waiting for the 
slower and more painful processes of 
supply and demand to carry prices down 
to rock-bottom level, it was hoped that 
by getting buyers and sellers into a kind 
of forum the natural results of the com- 
petitive market might be artificially 
created. Thus, in auction-market style, 
manufacturers and government purchas- 
ing agencies could bargain and higgle 
over prices until a satisfactory level was 
reached, which would by its own inherent 
reasonableness induce buying by govern- 
mental departments and the general 
public.®° Failing that, the efforts of hu- 
man intervention with natural forces 
would be given up. 

s° Hines’s conception of the competitive equiva- 
lence of a mediating board was emphasized in a letter 
to Glass, April 4, 1919: 

“Tf it [the Board] had proceeded in accordance 
with the original theory to the effect that it was to 
act in a mediating capacity to bring together the 
sellers of steel and iron articles, and the govern- 
mental buyers of those articles, undoubtedly the 
sellers would have come into the conference actuated 
by the desire which a seller generally has to try to 
find a price which will be satisfactory to the buyer. 
Instead of this, the atmosphere created before the 
formal conferences between the iron and steel inter- 
ests began led those interests to believe that an op- 
portunity was open to them to disregard the point of 
view of the Governmental buyers, and to rely instead 
upon the principles of price-fixing entertained by a 
majority of the Board. This led the steel and iron 
interests in my opinion to insist upon higher price 
levels than they would otherwise have insisted up- 
on” (Peek, op. cit., p. 31). 

Hines’s view is considerably substantiated by a 
comment of Jron Age before the steel agreement was 
reached: “....the details of the machinery by 
which this schedule is to be worked out... . [are] 
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In the minds of Secretary Redfield and 
the Industrial Board, however, the 
method to be followed was considerably 
different. The Board was not to play a 
passive role, mediating between buyers 
and sellers until a satisfactory level could 
be agreed upon. Instead it was to play an 
active, leading role in industrial recovery. 
Rather than follow the hit-and-miss 
methods of auction-market higgling, it 
conceived its function as involving (1) a 
scientific, objective investigation of price 
and cost data in a given industry, (2) the 
ascertainment of what a fair and reason- 
able level of prices would be on the basis 
of this information, and (3) the promul- 
gation of the agreed schedule of prices at 
a level below which no further reductions 
would take place during that year and 
consequently one that would justify 
liberal buying by governmental agencies 
and the buying public. As soon as the 
Industrial Board program was an- 
nounced on February 5, the public and 
the commercial press assumed that the 
plan was to be a venture in “‘price-fixing.” 
Throughout its existence Chairman Peek 
and Secretary Redfield contended that 
the Board’s method did not involve price- 
fixing, but only “price-suggesting”’™ and 
that, even if it were price-fixing, it was 
“certainly a fit field for the application 
of the rule of reason.”’* 

In spite of vigorous efforts to dispel 


being left to the iron and steel industry. The new 
board makes little pretense to possessing data by 
which to judge the suggestions of the steel commit- 
tee” (Iron Age, CIII [1919], 700). 

s« “Business Divided on Redfield Plan,” Jron 
Trade Review, LXIV (1919), 495; see also “Price 
Plan Details To Be Clarified” (ibid., p. 688). 

5? Peek letter to Secretary Glass, April 7, 1919 
(Peek, op. cit., p. 38). For full statement of the 
Board’s position on price-fixing see Peek’s public 
statement, May 10, 1919 (ibid., p. 88). Redfield’s 
position on the price-fixing, anti-trust, issue is found 
in his memorandum to Glass, April 7, 1919 (iid., 
Pp. 40). 
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the idea that the Industrial Board was 
engaged in price-fixing, the Board’s ac- 
tions remained condemned as price-fix- 
ing. Attorney-General Palmer rendered 
an opinion to Secretary Redfield on April 
1 declaring the Board to be in violation 
of the anti-trust laws, but the opinion 
was not made public by Palmer until 
after the Industrial Board resigned. 
Palmer’s judgment was that the plan 
involved a fixing of prices in basic in- 
dustries by agreement and that the 
theory of the plan was that an adjust- 
ment of prices to a peace basis could bet- 
ter be accomplished by agreements than 
through the operation of the natural 
forces of the free market. Beginning with 
this interpretation, his logic ran briefly as 
follows: The competitive system had 
been ordained for the United States by 
Congress. Price-fixing agreements had 
been the most common means for the 
violation of this system. A good inten- 
tion and even a prospective good effect 
did not relieve such agreements from 
conflict with the system. The Industrial 
Board was not vested by Congress with 
authority, such as was given in the Food 
Control Act, under which prices could 
properly be fixed, and consequently in- 
tervention by the Board did not make 
legal a situation which, as among private 
persons, would have been illegal. More- 
over, in view of some thirty statutes re- 
quiring that the government normally 
obtain materials through competitive 
bidding, the Board not only could not 
deal with prices which the public would 
pay but could not even reach agreements 
for the government’s own purchases.’ 

In the final analysis, however, the 
most important opinion in the whole con- 
troversy was that of President Wilson. 
In his original cable giving approval to 
Secretary Redfield’s plans, he had stated: 


‘3 New York Times, May 11, 1919, p. 12. 


247 


“Only possible objection it may be in 
contravention of Sherman Anti-trust 
law.”’54 In Wilson’s judgment, however, 
the Industrial Board’s actions were not 
in harmony with the anti-trust laws, for 
on April 17 he cabled that he inclined to 
the side of the Railroad Administration 
in the controversy.** On the following 
day he cabled regrets to Secretary Red- 
field that “the efforts of the Industrial 
Board have met with serious check,” but 
he said that he was afraid that “‘it is 
partly because the public and some mem- 
bers of the Board itself have been under 
the impression that they were fixing 
prices and had been invited to do so, 
whereas, I am sure you yourself hold, the 
office of the Board was merely a court of 
mediation between buyer and seller.” 

There was no doubt, therefore, that 
Wilson believed the Industrial Board was 
engaging in price-fixing rather than in 
mediation between buyer and seller. 
Further light on the controversy over 
method was given by the fact that three 
persons of impartial views—Bernard 
Baruch, Secretary Glass, and Assistant 
Secretary of the Treasury Leffingwell, all 
of whom had originally indorsed the plan 
—opposed it as it finally was expressed 
and interpreted by the Industrial Board.*” 


54 Peek, op. cit., p. 8. 

55 Ibid., p. 50. 

56 Tbid., p. 53. 

57 President Wilson in his cable of approval on 
February 13 said: “Mr. Baruch is quite willing that 
Mr. Peek should undertake this work if he wishes to 
do so” (Peek, op. cit., p. 8). On April 2, however, 
Baruch, in criticizing the Board, stated: “It would 
be better after all to allow the industries to stabilize 
themselves, and that in this fashion the market 
would reach a level where supply and demand would 
control and buying would proceed” (New York 
Times, April 3, 1919, p. 1). Also to Hines on April 2, 
Powell stated: 

“Messrs. Glass and Leffingwell consider that the 
Board should be in a sense a board of mediation in 
that the Board should first ascertain the views of the 
Governmental Departments and the Railroad Ad- 











VIII. CONTEMPORARY CRITICISM OF 
THE INDUSTRIAL BOARD 
EXPERIMENT 


The criticisms of all parties to the dis- 
pute that abound in the literature of the 
time fall into fifteen major categories. 
(1) Certain segments of the business com- 
munity greeted the proposal with sus- 
picion and hostility because of the fear 
that it would interfere with the operation 
of natural forces.** The opinion of this 
group of businessmen was well summa- 
rized by J. Leonard Repogle, formerly 
director of steel supplies of the War In- 
dustries Board: “The law of supply and 
demand is a natural process which can- 
not be helped by artificial methods or by 
any number of committees, regardless of 
how capable they may be.”’5® 

(2) Labor’s attitude, as typified by the 
position of the American Federation of 
Labor, was distinctly hostile to the plan 
because of fear of an accompanying low- 
ering of living standards, in spite of as- 
surance by the Industrial Board to the 
contrary.” (3) Agricultural interests 


ministration as to purchases of basic commodities 
and prices which would be satisfactory to the pur- 
chasing agencies of those Departments, and then to 
invite conferences with the producers of the basic 
commodities and, after securing a declaration of 
prices on that basis, to announce that the prices 
were satisfactory to the Governmental Depart- 
ments and should be satisfactory to the public” 
(memorandum from T. C. Powell to Hines, April 2, 
1919, Railroad Administration Records, Archives). 

s8E.g., “Opinion Splits on Stabilizing Plan,” 
Iron Trade Review, LXIV (1919), 483; John W. Hill, 
“Economic Law May Decide Prices,” ibid., p. 987; 
Journal of Commerce and Commercial Bulletin, 
March 1, 1919, p. 16; New York Times, February ro, 
1919, p. 15, March 27, 1919, p. 18, April 3, 1919, p. 1; 
Commercial and Financial Chronicle, CVII (1919), 
1679. 

89 Commercial and Financial Chronicle, CVII 
(1919), 1679. 

6° Tbid., p. 1348; also “Price Plan Details To Be 
Clarified,” Jron Trade Review, LXIV (1919), 688-80; 
Journal of Commerce and Commercial Bulletin, 
March 28, 1919, p. 2. 


248 E. JAY HOWENSTINE, JR. 





were openly hostile to the plan for the 
same reason—suspicion that an attempt 
was under way to stop governmental ef- 
forts to maintain high farm prices.* (4) 
A large group of businessmen believed 
the plan meritorious but too late. Three 
valuable months had already passed, all 
governmental machinery had been dis- 
mantled, President Wilson was in Europe, 
and Congress was to adjourn within less 
than a month. Such a disorganized state 
of affairs justified the fears of those who 
had urged a planned program of recon- 
struction and demobilization through the 
fall months of 1918. 

(5) Considerable criticism of the plan 
came from the fact that so much time 
was taken up in preliminary investiga- 
tions before the announcement of the 
first schedule of reduced prices and then 
again in public controversy before the 
issue was finally settled. From February 
5 to May 8 business, at least in the more 
directly affected industries, was kept ina 
state of hesitation pending final develop- 
ments, at a time when it needed all stimu- 
lation it could get, including even such 
slight support as disabled “natural” 
forces might have been able to extend 
during that time.*? (6) There was a fear 
that the elimination of the high-cost 
producer would result in freezing out the 
little fellows.** (7) Among some business 
groups there was the feeling that, while 
business would be expected to sacrifice 
war profits, labor would not be asked to 


6: Tryon Age, CIII (1919), 501; Journal of Com- 
merce and Commercial Bulletin, March 1, 1919, Pp. 16. 


6 Tron Age, CIII (1919), 268. 


“Price Cutting Plan of Secretary Redfield,” 
Black Diamond, LXVII (1919), 247; “Real Adjust- 
ment, if Any,” Iron Trade Review, LXIV (1919), 749; 
“Price Dispute Unsettles Industry,” ibid., p. 9935 
“The End of the Price Plan,” ibid., p. 1264; news 
release, Jron Age, CIII (1919), 815. 


6 Journal of Commerce and Commercial Bulletin, 
March 11, 1919, Pp. 3. 
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make a proportionate sacrifice.® (8) With 
much of the support of the buying move- 
ment expected to eventuate from the 
Railroad Administration, the failure of 
Congress to approve the Deficiency Bill 
providing for a $750,000,000 addition to 
the railroad revolving fund was a direct 
setback to the plan even before it was 
finally launched. 

(9) The setup of the plan did not con- 
tain either a definite sanction by the De- 
partment of Justice” or a guaranty that 
the government purchasing departments 
would co-operate with the approved 
prices. From the viewpoint of the busi- 
ness world, therefore, this was the situa- 
tion: the steel industry had been asked 
to co-operate with the government, it 
had willingly agreed to co-operate, it had 
made concessions at the request of the 
government, but the government prompt- 
ly refused to co-operate with it, leaving 
the steel companies “holding the bag.” 
(10) Many steel men feared that the plan 
was a move on the part of the Railroad 
Administration to force steel prices down 
and place manufacturers under the bur- 
den of reducing wages. With a remark- 
able prediction of the future course of 
events, the Iron Trade Review said: 

Their experience [i.e., of the above steel 
group] with the Railroad Administration has led 
them to believe that no matter what prices may 
be suggested for the railroads under the Redfield 
plan much lower prices will be demanded and 
contracts will be held up and ‘discussed until 
they can be obtained.®9 


(11) The reduction in steel prices finally 
announced by the Industrial Board was 


°s Ibid. 

* Iron Age, CIII (1919), 814. 

“Doubt Redfield’s Plan Will Succeed,” Iron 
Trade Review, LXIV (1919), 556. 

“* New York Times, March 25, 1910, p. 16. 


® “Doubt Redfield’s Plan Will Succeed,” Iron 
Trade Review, LXIV (1919), 556. 


not so large as had been expected by 
business and the consuming public. The 
public was consequently 

not impressed by the reduction... . [as] evi- 
denced by the light buying that occurred be- 
tween that date [March 21] and the time when 
it became known that the Railroad Administra- 
tion would not accept the suggested prices.7° 


(12) Considerable opposition was 
aroused in Congress on the basis that the 
price agreement was giving immunity to 
the steel industry against the anti-trust 
laws, without sufficiently protecting con- 
sumers’ interests.” (13) There was much 
criticism of the government as a whole 
for its lack of unity and program.” (14) 
The steel industry criticized the Rail- 
road Administration for refusing to ac- 
cept the steel prices, yet at the same time 
adding $65,000,000 to the railroad deficit 
by an advance to railroad labor.” (15) 
A factor operating in the background to 
make the controversy worse was the fact 
that President Wilson was in Europe and 
unable to mediate the disagreement 
promptly. 

Although at the time the Hines-Peek 
controversy had a very depressing effect 
on business, the ultimate outcome of the 
Industrial Board experiment was regard- 
ed by most of the business world as fav- 
orable. This rather definitely marked 
the end to all efforts to secure any type 
of price stabilization under government 
auspices, and from then on processes of 
supply and demand were given a free 
reign to control things.”4 An interesting, 

7 New York Times, April 13, 1919, Sec. 1, p. 19; 
see also New York Times, March 23, 1919, Sec. 2, 
p. 7; Literary Digest, LXI (1919), 13. 

7 Iron Age, CIII (1919), 839. 

72 W. F. Willoughby, Government Organization in 
War Time and After (New York, 1919), p. 120. 

73 “A Check to Industry,” Jron Age, CIII (1919), 
1028. 

14 Federal Reserve Bulletin, V (1919), 422-23 and 
538; “Business Undisturbed by Industrial Board’s 
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although not particularly significant, 
part of the Industrial Board aftermath 
was the offer of co-operation by labor 
unions to the steel companies to stabilize 
wages for the coming twelve-month peri- 
od. This offer, however, received a flat 
rejection.’ 


IX. CONCLUSIONS 


Judged by the course of events which 
followed, the steel prices announced by 
the Industrial Board did represent the 
lowest level of prices throughout 1919 
and into 1920 until the price decline set 
in with the depression of 1920-22. In 
fact, by the time prices for different types 
of steel had reached the peak in 1920, 
after increasing along with most other 
prices through the latter half of 1919 and 
the first part of 1920, they were in some 
cases higher than at any time during the 
war.”° On the other hand, when liquida- 
tion and price readjustment finally came 
in 1920-22 and bedrock prices were really 
the order of the day, prices of steel prod- 
ucts were as much as 15-30 per cent be- 
low the reduced levels approved by the 
Industrial Board.” 

The Industrial Board was therefore in 
a certain sense right in stating that a 
level had been reached below which the 
buying public should not expect further 
reduction during the remainder of 1919. 


Passing,” Annalist, XIII (1919), 502; “The End of 
the Price Plan,” Jron Trade Review, LXIV (1919), 
1264; John W. Hill, “Economic Law May Decide 
Prices,” ibid., p. 978. 

75“‘Wages and Steel Prices,” Irom Age, CIII 
(1919), 1458. 

76American Iron and Steel Institute, Annual 
Statistical Report (New York, 1920), pp. 79-90. 


11 Ibid. (1925), pp. 85-95. 


The Railroad Administration was right 
in insisting that final bedrock prices had 
not been reached from which a perma- 
nent prosperity could safely be built. 

One very cruciz’ issue in the price 
problem as a whole, which received no 
attention in the Industrial Board con- 
troversy, was the matter of credit infla- 
tion. Could a prompt, vigorous, compre- 
hensive price-reduction program of the 
Industrial Board variety be expected to 
bring about a resumption of production 
sufficient to offset inflationary credit 
tendencies and bring about a lowering 
of the general price level? In the absence 
of sound fiscal and banking policy and a 
program of planned production the an- 
swer is probably “No.” Therefore, con- 
sidering the inactivity and ineffectiveness 
of governmental policy in other phases of 
demobilization and reconstruction prob- 
lems, a marked reduction from wartime 
price levels would have been next to im- 
possible to maintain throughout 1919 
and early 1920; a slight reduction might 
have been maintained, whereas even a 
stabilization of wartime price levels 
would have been difficult enough in view 
of the fact that the wholesale price level 
increased 22 per cent from November, 
1918, to May, 1920.8 

The larger question of the significance 
of the Industrial Board experiment for 
economic theory and policy is one that 
demands separate discussion and must 
wait for another occasion. 


ParK COLLEGE 
PARKVILLE, Missouri 


78 “Bureau of Labor Statistics Revised Whole- 
sale Commodity Price Index,’’ Standard Trade and 
Securities, LXXXVIII (1938), Sec. D, 6. 
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A THEORETICAL ANALYSIS OF CONSUMER CO-OPERA- 
TIVES: THE MANAGERIAL PROBLEM!’ 


ARTHUR L. BEKENSTEIN 


INTRODUCTION 


E literature of economic theory is 
| replete with treatises on the nature 
of the demand and supply func- 
tions under the varying conditions of per- 
fect competition, monopolistic competi- 
tition, and pure monopoly in a private 
enterprise system. No economist to my 
knowledge has done a theoretical study? 
assuming industry or individual firm or- 
ganized as consumer co-operatives. The 
unstated but tacit assumption has been 
that the problems presented by this form 
of organization were fundamentally the 
same as those faced by the private entre- 
preneur and open to the same solutions. 
I think it can be readily demonstrated 
that any such assumption is false. There 
is a fundamental, qualitative difference 
between these types of organization es- 
pecially as to the demand function and 
distribution of income. 


Consumer co-operation may be defined 
for our purposes as the system of business 
organization in which the ownership of a 
firm and consumption of the product of 
the same firm is identified in the same 
group of persons. This identification has 
the effect of causing the demand curve 
to be a function of the average cost 
curve or perhaps, to be more correct, 
the supply curve becomes one of a 
number of determinants of the demand. 

‘I wish to express here my appreciation for the 
kind help and criticism Dr. John M. Clark and Dr. 


Joseph Dorfman gave in the preparation of this 
article. 


* By a theoretical analysis I mean an abstract 
semimathematical analysis akin to the work of Edge- 
worth, Walras, Pareto, Chamberlin, etc. 


The only difference between this sys- 
tem and the Crusoe economy is the 
substitution of a group for the single 
individual. In the Crusoe economy the 
equilibrium adjustment between supply 
and demand is automatic and natural; 
in the case of a consumer co-operative 
existing in a pecuniary economy there is 
no such automaticity and often no nat- 
ural price or equilibrium. 

The assumptions of perfect or pure 
competition never apply to consumer. co- 
operatives. Any given consumer co-op- 
erative is made up of a group of members 
and usually run by a salaried manager. 
Generally the rule of the co-operative is 
to sell only to members. This being so the 
manager is never faced with anything 
that resembles a horizontal demand 
curve. Yet the manager of a co-operative 
usually cannot consider himself a com- 
plete monopolist because, while the co- 
operative does not sell outside of the 
membership, the membership may buy 
outside of the co-operative. On the other 
hand, the terms of monopoly, oligopoly, 
or monopolistic competition do not fit be- 
cause these terms assume the maximiza- 
tion of pecuniary profit as a sole objec- 
tive. As far as that goes, perfect compe- 
tition also makes exactly this assump- 
tion. 

The objective of the consumer co-op- 
erative, on the other hand, is the maxi- 
mization of consumer satisfaction. But 
consumer satisfaction, unlike pecuniary 
gain, cannot always be objectified.’ 


3 Consumer satisfaction for an individual may be 
objectified by prices which give equivalent goods at 
lower cost to the consumer. But when the concept 
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Around this lack of objectivity cluster 
many of the unique problems of the con- 
sumer co-operative manager. 

When an economist wishes to describe 
some phase of private enterprise, he finds 
at hand a useful and almost standard 
point of departure, namely, the logically 
airtight and precise framework of the 
“static” state and perfect competition. 
In starting a theoretical study of a con- 
sumer co-operative no such frame of ref- 
erence is available. There is no normal, 
usual, perfect co-operative. Since this is 
so, I shall follow the obvious method of 
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curve. We will assume for simplicity that 
the capital owned by the co-operative is 
negligible. The land is rented; the build- 
ings and equipment are leased. These 
items are large in money costs relative to 
the variable costs of labor, etc. This high 
degree of fixity may be assumed to be the 
reason for the sharply declining costs. 
Also this is essentially a moderately 
short-run picture.‘ We further assume 
that the co-operative position is a com- 
pletely monopolistic one. Our conclu- 
sions, however, necessitate the position 
of DD in relation to CC—i.e., DD is 
above CC left of P, and below CC right 
of P. 

In Figure 1 we make one more assump- 
tion—an assumption which is contrary to 
recent practices in most consumer co-op- 
eratives—namely, that the price charged 
by the co-operative equals the total aver- 
age per unit cost of production. 

Since the co-operative manager has as 
his object the maximization of consumer 
satisfaction, he carries production to 
point P, the presumption being that con- 
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, = — iin Ce satisfaction is maximized at the ' 
‘1G. 1.—The writer, in view of the difficulty o . . ht . 
ascertaining with certainty the exact nature of the lowest possible price which will clear the \ 
cost conditions of consumer co-operatives, has at- market. é 
tempted in so far as possible to present his results, Let us change the situation in Figure 1 ' 
assuming the various possible forms of cost struc- },,, moving the demand curve DD to the 
ture. I should like to add that with respect to cost 2 . 
structure consumer co-operatives are no different Tight (see Fig. 2). All other factors are 
from private firms. heid unchanged. Now the demand curve k 
‘ , . P 
. crosses the cost curve in the region of in- 
proceeding from what seems to me the ; ne ‘ : 
. oe . . creasing costs. Here the decision of how . 
premises which involve a simpler analysis ; "are 
+s . far production should be carried is not so ti 
to the ones which involve more variables . 2 
. e “ t 
and more complicated and less determi- ‘ It seems to me that the use of the terms “shor d 
run” and “long run” is often misleading because they fi 
nate answers. seem to express a time element. It should be kept in f 
Figure 1 represents a co-operative mind that actually these terms express a degree . f 
whose costs are decreasing within the fixity in the cost or demand elements. Thus, the > . 
. — solute short run finds all elements fixed; whereas the , 
area in which the general demand curve very long run assumes complete variability. Of " 
crosses the total average per unit cost course, much discussion centers around the question " 
— of whether the factor of management is not fixed by . 
of consumer satisfaction is applied to a group, de- its very nature. We cannot, however, enter that ar- t 
cisions as between greater satisfaction for the few or gument here. By a moderately short-run picture we @ 
lesser satisfaction for the many arise and have no mean to assume that plant (i.e., a maximum scale of 2 


determinate answer. operations) is fixed. ce 
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simple. A decision between carrying pro- 
duction to point P’ and giving the great- 
est possible satisfaction to a smaller 
group (and not clearing the market) or 
to point P and securing a lesser satisfac- 
tion for a greater number must be made.$ 
This decision will depend partly on the 
type of product which the co-operative is 
producing. By this is meant the distinc- 
tion between a product for which each 
member has a recurring demand and one 
which within a relatively long period of 
time the consumer needs only one unit of 
the commodity. Foods are good exam- 
ples of the former type while electric re- 
frigerators are a good example of the lat- 
ter kind. For goods which have a recur- 
ring demand, carrying production only to 
P’ would mean that all the members 
might receive less than they would be 
willing to purchase at that price; whereas, 
in the case of the electric refrigerators, 
some members would go unserved en- 
tirely. 

There are other considerations which 
would influence the manager’s decision: 
the elasticity of the demand for the prod- 
uct; the price which might induce private 
entrepreneurs to enter the industry; the 
relationship of the amount of cost of in- 


‘Granted that CC is a realistic curve in either a 
long- or short-run situation, it might be hard to con- 
ceive of any firm holding output at P’ and turning 
away customers willing to pay more. I wonder if 
such doubts are not due largely to our peculiar insti- 
tutionalized thinking which conceives of all business 
enterprise as largely prrfit-motivated. But we must 
discard these notions in an analysis of co-operatives, 
for here profit for the producer is not the motivating 
force—instead we substitute or replace it with satis- 
faction for the consumer. With this latter concept in 
mind limiting production might not be so inconceiv- 
able at all if greater consumer satisfaction results. 
Most of us are so used to identifying the equilibrium 
adjustment and clearing the market with ration- 
al action that we find it difficult to think in other 
terms. The concept of an equilibrium adjustment is 
of no use in itself; its real use is only in relation to 
maximum profits or, as in this situation, to maximum 
consumer satisfaction. 


crease from P’ to P to the amount of 
quantity increase between these points, 
i.e., the severity of the slope. Of course, 
the manager may always choose a com- 
promise position between these two 
points, but even so the answer is clearly 
indeterminate within the range of P’ and 
P. 

Let us go back for another look at 
Figures 1 and 2. The demand curves in 
these graphs are correct if the co-opera- 
tive is in a completely monopolistic posi- 
tion. Since it is more likely that these 
co-operatives exist side by side with pri- 
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vate firms who sell at partially competi- 
tive prices, a more realistic approach 
might be to assume that these demand 
curves have shapes as those in Figures 1 
and 2 as long as market price remains 
above CC, but if market price falls below 
CC we have a different result. If the dif- 
ferentiation between the co-operative’s 
products and those of private operators 
is not great, the demand for the co-opera- 
tive’s products tends to disappear. 

Now let us take the situation in Fig- 
ures 1 and 2 and insert the more usual 
practice of co-operatives of selling at the 
“going” price in the open market (i.e., 
the price at which private entrepreneurs 
are selling) and returning later at yearly 
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or semi-yearly intervals any savings 
which the co-operative has made for its 
members prorated according to units 
purchased by each member. We assume 
for the time being that the individual 
members have no liquidity preference. 

If the co-operative were operating un- 
der constant costs, assuming the condi- 
tions stated in the foregoing paragraph, 
the demand curve would tend to be verti- 
cal above the cost curve (see Fig. 3). The 
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reason for this tendency is obvious. If 
the members know that any amount 
above P will be returned to them in the 
form of dividends they will, within rea- 
sonable limits, purchase just as if the 
price were P. 

We mentioned that the demand above 
P tended to be vertical. We speak of this 
as a tendency only, rather than as an 
actuality, because this conformation of 
the demand curve is dependent on the 
knowledge of the entire group of mem- 
bers as to the location of CC. If the mem- 
bers have perfect knowledge, then the 
curve would actually be D’D, as in Fig- 
ure 3. But if their knowledge is less than 
perfect, the part of the curve from D’ 
to P tends to approach dP, and DP tends 
to move toward Pd’. 

Below P the odd configuration of DP 


is explainable on the basis that if market 
price fell below CC the members would be 
unwilling to purchase because (knowing 
where CC is) they would realize that at 
some later date assessments to the 
amount of the difference between CC and 
the market price would probably be im- 
posed on them. 

If the members expected no additional 
return or assessment at all and had no 
knowledge of the position of CC, their 
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demand curve would be the usual one, 
dd’. 

In Figure 4 we have abandoned the as- 
sumption of constant costs and have 
adopted a more usual cost curve. Now let 
us see what happens to the demand 
curve above the cost curve. In our analy- 
sis of this curve under constant costs any 
assumption of near perfect knowledge on 
the part of the members was not unrealis- 
tic, but the same assumption in Figure 4 
would seem much more unrealistic. The 
members would have to be quite sophisti- 
cated in their economic thinking to as- 
certain the exact shape of a cost curve 
which has descending and ascending 
slopes in different regions. But even 
granted that the members knew the 
shape of the cost curve, they would face 
an even greater problem on the demand 
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side. Here each member, in order to 
make his own purchasing decisions, must 
decide to what point on the cost curve 
production will be carried. His decision 
will be based on his guesses as to how 
much the other members will purchase, 
while in turn their decisions are made on 
similar guesses. In effect we have the de- 
mand of the body of members determined 
by each other’s individual demands in re- 
lation to the position arrived at on the 
cost curve. The situation may be simpli- 
fied if at the beginning of the period of 
analysis the manager announces that a 
given quantity would be produced at a 
given estimated cost. As long as he 
chooses no quantity greater than P, a 
curve the shape of D’D is likely to result. 
When the manager makes no such decis- 
ion beforehand, the position of the de- 
mand curve would seem to be indetermi- 
nate. 

When this analysis of demand curves 
under deferred rebating of savings over 
market price was begun, we carefully left 
out the factor of liquidity preference as a 
determinant. It now seems fitting that 
we should introduce it into our analysis. 

At the present time the membership of 
consumer co-operatives is made up of 
persons not in the high-income groups. 
Therefore, the average member has a 
relatively high liquidity preference. Each 
dollar in his money income has a relative- 
ly high value. He is unwilling to tie up 
cash for a period of any length. Thus, if 
the market price is as in Figure 5, he is 
unwilling to purchase the quantity P’ 
even though he knows that the price dif- 
ference between P’ and P will be returned 
to him at a later date; but actually pur- 
chases P’’ because he is unwilling to tie up 
more money. The higher the liquidity 
preference of the members of the co-op- 
erative, the more D’P tends to move to- 
ward dP. 


Previously, throughout our discussion 
of co-operatives, we have treated only 
those co-operatives that owned little or 
no capital or land. It will be recalled that 
we assumed also that any savings made 
by a co-operative were made through in- 
creased efficiency over private enterprise 
or in avoidance of monopoly profits. But 
co-operatives can do more than just com- 
bat private monopoly or oligopoly. They 
afford an entirely new method of distri- 
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bution and consumer saving-investment 
when they begin to own land and capital. 

In Figure 6 we have a picture of a co- 
operative which owns all of its own land, 
long- and short-term capital. ““Manage- 
ment” is ignored as a separate factor be- 
cause policy-making is done by the mem- 
bers themselves at their meetings and 
that part of management which is only 
supervision may be treated under the 
factor, labor. The curve C’C’, which we 
may call a curve of “external’”’ costs, con- 
sists of such items as labor, raw materials, 
services, etc.; or, more completely, all 
those items which would be recorded if 
an old-fashioned single-entry system of 
accounting were used. The different in- 
clination of this curve as compared to the 
average-cost curve (CC) is due to a much 
lesser degree of fixity in the items making 
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up the curve. The only fixed item in 
this curve is a fund for replacement of 
capital equipment. 

The land and capital owned by the co- 
operative may have been paid for in 
several ways. Two of the most likely 
ways are either equal contributions by all 
the members or the use of former savings 
made by the co-operative to purchase 
land or capital. But no matter what the 
method adopted, the important assump- 
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tion is that each member legally owns an 
equal share in the co-operative. 

Now we are faced with the familiar 
problem of how far production will be 
carried. We now not only have the deci- 
sion which we discussed under Figure 2 
of whether P or P’ is the point at which 
we should stop (or some point in be- 
tween); but we also have to consider P”’ 
as a possibility. If production be carried 
to P” the market is far short of clearing 
due to shortage of supply. Also this point 
is short of the best utilization of the fac- 


6 The curve rises because it takes more variable 
units applied to fixed equipment to produce a unit of 
product. C’C’, being almost entirely made up of 
variable factors, rises more sharply than CC because 
it contains no fixed or overhead cost items, the great- 
er utilization of which reduces the tendency of in- 


creasing costs. 


tors. At the same time the price at P” js 
the smallest possible price after rebating 
that can be charged in order to stay in 
business in the long run. 

In my own study of co-operatives | 
have found that too often merely because 
certain factors are owned by the co-oper- 
ative the returns to them are ignored as 
implicit costs. This situation is very 
much like the example used in elementary 
textbooks of the farmer who ignores his 
own services as a part of his costs. Mere 
ownership never does away with the 
problem of optimum utilization of factors. 

With the explanatory remarks already 
made, the unique distribution method of 
co-operatives is now obvious. The pe- 
cuniary differences between P and 0 is 
rent and interest on capital invested. 
This difference is returned along with the 
difference between O’ and P to the indi- 
vidual members according to the amount 
which each has purchased of the product 
or products of the co-operative. Here we 
have distribution of the return to the fac- 
tors, land and capital, not according toa 
legal ownership share but rather accord- 
ing to amount consumed of the goods. In 
the modern corporation we have seen the 
divorcing of ownership and control; in 
the modern consumer co-operative, 
though ownership and control are still 
identified, we see the divorcing of owner- 
ship and return. 

From Figure 6 one more conclusion 
may be drawn, namely, that a co-opera- 
tive may well exist in a freely competitive 
industry. Here it would make no savings 
through efficiency or in avoiding monop- 
oly profits, but by the ownership of land 
and capital it is an excellent investment 
for the consumer, his return being made 
on the basis of the use of product. The 
position, however, might be taken that 
this arrangement is unfair to the small 
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user because his return on investment is 
small in proportion to that of the larger 
user. 

There is one more point which is im- 
plied in the rest of the paper but which 
has never been made explicit—the auto- 
matic solution which co-operatives offer 
to the problem of monopoly. Because the 
consumers and the owners of the firm are 
identified in the same group, the objec- 
tive of the monopolist of receiving an in- 
come from monopolistic profits and 
spending this income in a free or less 
monopolistic market is disposed of. Of 


course, if consumer co-operation became 
the dominant form of business organiza- 
tion there might well arise another form 
of conflict. The member of a co-operative 
might demand the lowering of the wages 
of those who are employed by the co-op- 
erative while at the same time, as an em- 
ployee of another co-operative, he might 
demand higher wages. Such bickering 
could result in the continual shifting of 
relative real-income positions with no 
equilibrium adjustment being reached. 


Pecos Army Arr FIELD 
Pecos, TEXAS 








THE YARDSTICK FOR UTILITY REGULATION 


W. W. COOPER 


ISSATISFACTION with the status of util- 
D ity regulation has long been evidenced 
by students in the field. Lengthy and fre- 
quently bitter discussions have ranged 
around policies, methods of valuation, and 
the desirability of various types of regula- 
tion and ownership. The difficulty of re- 
solving these issues has been increased by 
the welter of conflicting agencies concerned. 
The doctrine of the yardstick was formulat- 
ed in an attempt to deal with both issues— 
to achieve some sort of socially acceptable 
policy and to improve the administrative 
picture—and it is in the light of the situation 
that it was designed to meet that the yard- 
stick must be examined. 

A survey of the literature dealing with the 
yardstick reveals two major objectives 
which its proponents seem to have in mind: 
First, and most obvious, the use of the yard- 
stick as a measuring device to evaluate the 
efficiency of public utility operations and the 
reasonableness of prices. Second, the use of 
the yardstick as an administrative or en- 
forcement device to implement the regula- 
tory commission’s policies. 

Various advocates have visualized the 
yardstick as a measuring device from differ- 
ent points of view: for example, there is the 
yardstick of retail rates advocated by Mr. 
J. A. Krug,’ chief power economist of the 
T.V.A. Briefly, Mr. Krug, in arguing the 
feasibility of the T.V.A. as a “yardstick 
plant,” believes that it is only necessary 
to show that the T.V.A., which is a whole- 
saler and distributor of power, not a re- 
tailer, covers all costs in its pricing pol- 
icies. If this can be established, and if it can 
then be shown that the retailers in turn cov- 

* Cf. the testimony of J. A. Krug, in Hearings 
before the Joint Committee on the Investigation of the 
Tennessee Valley Authority (75th Cong., 3d sess., 
1939), Parts XII and XIII, and the Report of the 
Joint Commitiee Investigating the Tennessee Valley 
Authority (75th Cong., 3d sess., 1939). 


er their costs without effective subsidies. 
then, Mr. Krug believes, the yardstick of re- 
tail rates will be securely established. Con- 
gressman Rankin adopts a different ap- 
proach.? To him the question of whether or 
not the T.V.A. covers its costs is irrelevant 
in determining whether T.V.A. operations 
constitute a fair yardstick. Illustrating his 
contentions by citing numerous cases of 
private power companies that wholesale 
power at prices equal to or below the rates 
set by T.V.A., he then goes on to show that 
the prices set by the municipalities and co- 
operatives which retail T.V.A. power are 
considerably below the general level of rates 
set by private power companies. With lower 
prices and increased gross revenues the 
municipalities and co-operatives are able to 
cover all costs and to show a reasonable re- 
turn without effective subsidies, Congress- 
man Rankin contends. Mr. Leland Olds, 
witness for the T.V.A., covers the whole 
gamut: generation, transmission, and dis- 
tribution of electric power. Against any or 
all of these phases of utility operations it is 
fair to lay down the public plant’s opera- 
tions as a reasonable measure of cost and 
efficiency which the private companies ei- 
ther must meet or else show cause why they 
are unable to do so. The multiple-purpose 
nature of T.V.A. operations constitutes a 
difficulty, to be sure, but Mr. Olds visual- 
izes the public plant as a leader in the field 
and refuses to be bound by specific cost- 
allocation formulas.’ 

In addition to comparisons with publicly 
owned and operated plants, there are a host 
of other yardsticks confined to intercom- 
pany comparisons of the operating picture of 
private concerns. The Goodbody Yardstick 
of Asset Values‘ was designed to present a 


? Hearings, Part XII. 3 Jbid., Part XIII. 


4“Utility Valuation Yardsticks,” Monthly Mar- 
ket Letter (New York), January 17, 1938. 
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comparative picture of assets, equities, and 
returns of various utilities as a guide for po- 
tential investors by determining standard 
unit costs of construction for various types 
of property from an average of the costs of 
120 leading utilities and also from an aver- 
age of the 20 most efficiently operated util- 
ities of this group. These costs are then ap- 
plied against the plant of specific utilities 
and comparisons are drawn and analyzed. 
The William H. Handy Yardstick’ was de- 
signed to present an operating picture and 
history of a group of utilities faced with 
more or less similar operating conditions. 
This constitutes a yardstick, Mr. Handy be- 
lieves, against which utility managers can 
measure the effectiveness of their own opera- 
tions. In addition to concentrating on the 
operating picture, Mr. Handy uses more re- 
fined statistical techniques which are ex- 
plained to enable the managers to draw 
their own comparisons and conclusions. The 
yardstick presented by the Federal Power 
Commission in its Twentieth Annual Report 
(1940) is also confined to an intercompany 
comparison of privately owned utilities. 

A second group visualizes the yardstick 
not so much as an instrument of measure- 
ment but rather as an administrative device 
designed to cut through the tangle of the 
regulatory process.® Efficient operation re- 
quires clear-cut definitions of authority and 
responsibility; spreading control over more 
than one agency tends to blur both author- 
ity and responsibility and sets the stage for 
numerous potential conflicts. Some im- 
provement might perhaps be attained by 
demarcating clearly the limits of each agen- 
cy, but it is doubtful whether this can be 
done. Regulatory agencies as well as com- 
panies are, and must be, concerned with 
every phase of operations, from proper pric- 
ing policies to decisions respecting abandon- 
ment and construction of plant. The picture 


‘William H. Handy, The Yardstick of Public Util- 
uy Operations and Construction Costs (Baltimore, 
1929). 

*Cf., e.g., Robert M. Cooper, “Techniques of 
Public Control—An Appraisal of Methods,” Annals, 
January, 1939. 


is further complicated by overlapping layers 
of commissions, company and holding-com- 
pany interests, and operations which cross 
commission jurisdictions. 

To reduce the conflicts arising from this 
situation a compromise policy has been 
evolved dedicated in large part to what Pro- 
fessor Bonbright has called the “minimum- 
squawk theory of regulation.” There has 
been a continual tendency toward the pres- 
ervation of the status quo—a tendency lent 
emphasis by the presence of the courts and 
the accompanying doctrine of stare decisis. 
Needless to say, the courts were not de- 
signed with the problem of utility regulation 
in view, and appointments to the bench are 
not made on the basis of expertness in the 
utility field. Costly legal processes and 
lengthy delays have done much to discour- 
age regulatory agencies,’ and “fair return on 
fair value,” “due process,” and “equal taxa- 
tion” have laid a burden on the people, the 
courts, and the companies. The evolution of 
a host of fair-value formulas—reproduction 
cost, original cost, aboriginal cost, and pru- 
dent investment—and judicial and quasi- 


7 For example, Mr. Lund, of the New York Com- 
mission, testified before the New York Commission 
on Review of the Public Service Law (1929-30): 

“T would avoid every rate case possible, as long 
as the reproduction cost . . . . is going to rise up and 
mock us and rise up to mock the court some day. 

“Practically all of the utility executives that testi- 
fied along with Mr. Carlisle [of Niagara Hudson] 
. ... indicated clearly that their recourse was to the 
courts. In other words, that as far as regulation was 
concerned, they always expected that their interest 
would be protected, not in the final decision of the 
Public Service Commission, but in the result of liti- 
gation over the Public Service Commission decision. 


“(Three of the utility executives] suggested that 
they were able, through court procedure, to estab- 
lish the right to charge rates higher than their busi- 
ness judgment would allow them to charge. In other 
words, . . . . a situation had developed prior to 1933 
in which, through litigation and the reversal of pub- 
lic-service commission decisions, the utilities were 
able to establish a ceiling under which they practi- 
cally had arbitrary control of rates, which is really 
hostile to the whole theory of public-service regula- 
tion . . . .” (quoted from testimony of Leland Olds, 
U.S. Congress Joint Committee To Investigate the 
Tennessee Valley Authority (75th Cong., 3d sess., 
1939], Part XIII, p. 5810). 
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judicial decisions have furnished a fertile 
field for the exercise of some of the best legal, 
accounting, and engineering talent. 

The idea of the yardstick as an adminis- 
trative device to simplify the present pic- 
ture seems to be primarily focused on the 
elimination of the courts in the regulatory 
process. When a disagreement arises be- 
tween commission and company, recourse 
to the courts can be avoided by a threat to 
build a public plant; to protect its interests 
the company will then be forced to yield or 
face the possibility of future competition by 
a relatively new plant. Mr. Olds, for exam- 
ple, cites the case of Consolidated Edison of 
New York City. In 1933 the New York 
Public Service Commission ordered a rate 
reduction of 6 per cent, which the company 
promptly referred to the courts. Mr. Car- 
lisle, acting for Consolidated Edison, mean- 
while sought to increase the rates both to the 
city government and to the citizens of New 
York. Although the court upheld the com- 
pany, Mayor La Guardia’s threat to build a 
competing municipally owned plant suc- 
ceeded in forcing the company to withdraw 
its proposed increase and reduce its rates in- 
stead. The rates were reduced to a point 
where it became economically feasible to do 
electric cooking in the home; and the result- 
ing increase in consumption, according to 
Mr. Olds, actually resulted in increased 
revenues to the company.*® 

In some cases the threat to build may ac- 
tually result in the construction of a com- 
peting plant. The Ottawa Light, Heat and 
Power Company, for example, faced with 
competition from the publicly owned On- 
tario Hydro Company, has reduced its rates 
to the level of the public plant, an average of 
nine mills per kilowatt hour. It is not al- 
ways necessary, however, to construct the 
public plant on a large scale to produce the 
desired result. Construction of a public 
plant in only a small part of the area served 
by the utility may prove effective through 
the threat of further expansion. For in- 
stance, in Westmount, a small section of 
Montreal, the construction of a publicly 


8 Jbid., Part XIII, pp. 5803 ff. 
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owned plant and the possibility of further 
expansion have resulted in the reduction of 
rates by the giant Montreal Light, Heat and 
Power Company to a point where they are 
almost identical with the present T.V.A, 
rates.” In an industry such as the utility in- 
dustry, however, the presumption is against 
the construction of competing plant, and it 
should be avoided wherever possible. 

Much of the literature views the yard- 
stick as a substitute for competition, but it 
is doubtful whether the writers have under- 
stood the full significance of their proposal. 
The experts, as well as the commissions, 
have focused their attention on the elimina- 
tion of “excessive” or “monopoly” profits, 
feeling that this is an adequate measure of 
the degree of departure from pure competi- 
tion. The much more important result of 
competition from the point of view of wel- 
fare economics, pricing at marginal cost, 
seems to have eluded their grasp entirely. 
The yardstick does offer an opportunity for 
regulation in such terms, and it is desirable 
that this should not be overlooked.” 


*It should be noted that in all these cases the 
companies made money on the reduced rates. The 
Ottawa Light, Heat and Power Company earned, in 
1935, after depreciation, over 9 per cent on the de- 
preciated book value of its property. Throughout 
the depression it met all fixed charges one and a half 
times over and paid 6 per cent cash dividends on its 
common stock. The prosperity of the Montreal 
Light, Heat and Power Company, according to Mr. 
Olds, has constantly increased, its securities now rep- 
resenting a market value of between $500 and $600 
for every original investment of $100 and paying 
average annual dividends of $27 on each original in- 
vestment of $100 (ibid., pp. 5833 ff.). 


© There are, of course, further modifications 
which it may be desirable to make in regulatory pol- 
icy. E.g., some consideration should be devoted to 
regulation in terms of fluctuations of the business 
cycle. But the commissions have been reluctant to 
give weight to any considerations beyond “fair re- 
turn on fair value,” and the courts have reinforced 
the timidity of the commissions. In the Wisconsin 
State-wide Telephone Case, where the commission 
sought to adapt its policies to the business cycle, the 
courts waved aside the evidence presented by sev- 
eral famous economists and overruled the commis- 
sion’s contention on every point (2 Wis. P.S.C. 106 
[1932]; 4 ibid. 201 [1933]; 6 abid. 315 [1934]; 12 Hid. 1 
[1936]; and Wisconsin Telephone Co. v. PSC. f 





ore 


‘Eee 


Res Fas 


SI RSS89 


‘foe 
a. & 


THE YARDSTICK FOR UTILITY REGULATION 261 


As a matter of fact, even under imperfect- 
ly competitive conditions “excessive” profits 
would tend to disappear as long as free entry 
and exit were maintained; and, in so far as 
the commissions have viewed themselves as 
a substitute for competition, their profit 
criterion has been inadequate. In a closed 
industry such as the utility industry, how- 
ever, such profits can arise, and it is impor- 
tant that they be carefully watched. It can- 
not be pretended that the commissions have 
done a vigorous job of enforcement even 
from this point of view, although most of 
their disputes have arisen over this issue. 

The presence of a sloping demand curve 
raises additiqnal difficulties in the regulatory 
process. Not only are two (or more) sepa- 
rate agencies involved in the administration 
of acommon program, but the objectives of 
each agency become divergent. The com- 
mission, as the public’s representative, is 
presumably interested in attaining the low- 
est level of rates consistent with the mini- 
mum returns to investors sufficient to main- 
tain continuous provision of adequate serv- 
ice. The company, as the representative of 
the investors, is interested in attaining a 
level of rates which will maximize its re- 
turns. If a shift occurs in either the demand 
or the cost curves the company will try to 
set output at the point where the marginal- 
revenue and marginal-cost curves intersect; 
the commission will try to regulate output 
at the point where the demand curve and 
the average-cost curve intersect. A dispute 
may then arise. To establish its position the 
company may try to revise the rate base on 
which the return is computed. If it is suc- 
cessful, the average-cost curve will then 
move to a new point of tangency with the 
average-revenue (demand) curve, and the 


Wisconsin [287 N.W. 122 (1939)]). The decision and 
opinion of the court were devastating in their sweep, 
cutting down the commission’s economic approach, 
its procedure, and most of its important substantive 
rulings. An appeal from the state supreme court to 
the United States Supreme Court was sought and, on 
grounds unrelated to the substantive merits of the 
Commission’s order, denied (quoted from Economic 
Standards of Government Price Control [T.N.E.C. 
Monograph No. 32], p. 18). 


“excess” profits will, visually at least, dis- 
appear." Should the commission dispute 
the company’s valuation, a court case may 
occur. 

At this point the yardstick can be brought 
into play. If it is used as a supplement to 
traditional regulatory policy, studies can be 
made of similarly situated firms, or the gen- 
eral experience of the industry can be drawn 
on. Care will have to be exercised in the use 
of such figures, since no two firms will be 
faced with exactly the same operating condi- 
tions. There will, however, be certain costs 
which will allow of valid comparison; and 
these figures, supplemented by the judg- 
ment of the commission’s engineers, will 
then be used to adjust the company’s base 
and perhaps some of its operating expenses 
as well. The administrative aspect of the 
yardstick can then be brought to bear and 
the company brought to terms without re- 
course to the courts. 

Another step in regulatory policy can, 
however, be taken without departure from 
what may be called the full-cost principle of 
regulation. After adjustment of the com- 
pany’s costs has been made, a supplemen- 
tary study of the internal operations of the 
company can be undertaken to determine 
the shape and position of the cost and de- 
mand curves. Taking account of these facts, 
the commission can then set a rate which 
will equalize price and average cost at a dif- 
ferent output than it would if it treated the 
cost curve, as it frequently does, as though 
it were infinitely elastic. 

Both the above approaches involve ques- 
tions of the rate base and its proper valua- 
tion. If the commission should adopt an 
economic-welfare approach, pricing at mar- 
ginal cost, this problem would disappear,” 
since the only costs it would then. be con- 
cerned with would be variable costs. The 
commission would have to assure itself, of 


*t Throughout this paper “normal” profits or 
“fair returns” are treated as a cost and included in 
the curves. 


12 The rate-base-valuation issue would again arise, 
however, if a program of subsidies were undertaken. 
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course, that the company’s transactions 
were “prudent” and carried on at “arm’s 
length.” But once it had reached a decision 
on this score the problem of determining a 
basis for computing value would disappear, 
for at the moment of purchase or construc- 
tion, reproduction cost, market value, orig- 
inal cost, etc., are one. 

The question of public plant as a neces- 
sary part of yardstick regulation has not 
been dealt with in this paper other than in 
terms of the administrative aspect of the 
yardstick. There is, however, another im- 
portant use that can be made of publicly 
owned utilities as an adjunct to yardstick 
regulation. This is in the field of innova- 
tions. In a monopolistic industry innova- 
tions will generally be introduced only if the 
reduction of cost offsets the devaluation of 
capital already invested. Even if the inno- 
vation is of such a character that average 
total cost would become lower than average 
prime cost, it will not be introduced if the 
company feels that the regulatory commis- 
sion will readjust the rates so that the com- 
pany is no better off than before. Thus the 
public plants, if operated with this idea in 
mind, can become a testing ground for new 


devices and furnish a valuable body of ex- 
perience upon which the commissions can 
draw. 

Regulation via the yardstick may, of 
course, be subject to grave abuse, and the 
caliber of personnel on regulatory commis- 
sions is not generally of a sort to inspire con- 
fidence. One hope for improvement may lie 
in the extension of the powers of the Federal 
Power Commission. It may, in fact, prove 
desirable to place all control in the hands of 
such a commission charged with the respon- 
sibility of developing a uniform policy and 
equipped with a suitable staff of experts. 
Even were such a development to occur, it 
need not result in the elimination of the ben- 
efits which could be secured by a decentral- 
ized system of administration. 

It should be pointed out that regulation 
based on the economic-welfare criterion or 
on a knowledge of the shapes of the cost and 
demand curves confronting particular com- 
panies is not possible without elaborate sta- 
tistical investigations of cost and demand 
conditions. Needless to say, such studies are 
at present nonexistent. 


WASHINGTON, D.C. 
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BOOK REVIEWS 


The Theory of Competitive Price. By GEORGE 
J. Stricter. New York: Macmillan Co., 
1942. Pp. vii+197. $3.00. 

This is half of a textbook in economic theory; 
the other half is promised for the not-too- 
distant future (p. v). The delivered half con- 
tains a part on methodology and a part on per- 
fect competition. Imperfect competition, capi- 
tal theory, and other topics are to be treated in 
the promised sequel. The title of the present 
book, The Theory of Competitive Price, is indica- 
tive of the limitation of this “preliminary edi- 
tion.” In the class of textbooks in advanced 
modern theory Professor Stigler’s work is with- 
out competition. Its nearest substitutes are 
either less advanced or less textbook or less 
modern: Boulding, Hicks, or Marshall. If the 
complete book fulfills what the preliminary 
edition promises, we shall at last have the text- 
book for which the profession has long been wait- 
ing. 

Part I, called “Introduction,” is less than 60 
pages long and contains four chapters. These 
deal with methodology , basic concepts, the func- 
tions of the economic system, and the necessary 
tools of analysis. Part II, entitled ““The Theory 
of Competition,” extends over 130 pages and 
falls into six chapters. The first two (chaps. v 
and vi) deal with the theory of demand; the 
next two deal with cost and the laws of return. 
Equipped with all these requisites, “the analysis 
of pricing under competitive conditions” can 
then be tackled. Chapter ix treats of the pricing 
of products, and chapter x, the last of the book, 
of the pricing of productive services. 

The organization of the book is sound, though 
ithas, of course, its shortcomings. Many will re- 
gard as a serious defect what to Dr. Stigler ap- 
pears as the chief virtue of his organization: the 
postponement of the discussion of monopolistic 
and nonperfect competition for a separate part. 
The advantages of this separation and post- 
ponement, according to Stigler, are the following 
(pp. 23-24): (1) “Competition is a better single 
assumption, even on the basis of realism, than 
monopoly... . . There are so many types of .... 
imperfect competition that any one type is 
much less important than the more homogene- 


ous group of near-competitive industries.” 
(2) “It is pedagogically necessary . . . . to begin 
with piecemeal solutions.”’ (3) “Competition 
....iS invaluable as a stepping-stone toward 
more realistic....economic analyses.’ (4) 
“Competition was and is a policy as well as an 
analysis. .... It offers a definition of an efficient 
economic system.” The disadvantages, as I 
see them, are these: (1) Students cannot under- 
stand the significance of the assumptions of pure 
and perfect competition before they learn to 
work also with other assumptions. (2) Many 
resent theorizing on the basis of what appear to 
them as absurdly unrealistic assumptions. The 
resentment is avoided and the usefulness of the 
assumptions is more easily comprehended, if 
monopolistic positions and imperfections are 
treated along with pure and perfect competi- 
tion. (3) If pure competition is treated first, and 
nonpure competition treated later in a separate 
part, the equilibrium of the individual firm must 
first be analyzed in terms of an equalization of 
marginal cost to selling price and then again in 
terms of marginal cost and marginal revenue. 
But it seems pedagogically preferable to start 
with the latter (i.e., marginal revenue under 
nonpure competition) because it includes the 
former as a special case. The advantages, how- 
ever, of neither of the two approaches are over- 
powering, and one should not criticize an author 
for having a different “taste” or a different 
‘production method.” 


The work was apparently a rush order and 
therefore contains a number of slips and minor 
defects. These may easily be corrected in the 
complete edition. But, since the book in its 
present form will probably be much in use, the 
following list of corrections may be brought to 
the attention of instructors. “Statics” and 
“stationariness” are confusingly mixed up 
(p. 25). Symbols in graphs denote sometimes 
points, sometimes distances; for example, P is 
once defined as a point, then again as a quantity 
which is divided by another quantity (pp. 47- 
57). Arc elasticity is poorly explained; to define 
it as “average elasticity” (p. 54) is, in my opin- 
ion, not a felicitous choice. The marginal rate 
of substitution is said to be increasing (following 
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Professor Hicks’s first version) rather than 
diminishing (Hicks’s second version) without 
any explanation of this paradox and with a con- 
fusing illustration; for it is shown that “the 
consumer requires increasing quantities of Y to 
offset the loss of each of these additional 
amounts of X”—which means additional losses 
of X, hence, increasing rates of substitution for 
diminishing amounts of X (p. 71). “Flatness” 
of indifference curves refers at one place to curv- 
ature (p. 72) and at another place to slope 
(p. 75). The argument deriving the demand 
elasticity from the flatness of the indifference 
curves seems to be faulty, especially if only 
slopes but no positions are mentioned (pp. 75- 
76). The second footnote on page 73 is perplex- 
ing through the transformation of “‘points’’ into 
“quantities” and through a typographical mis- 
placement of a plus sign (which should be put 
one line higher up). In drawing the expendi- 
ture curve the consumer’s money income is 
plotted along the axis of abscissas, allegedly 
following the “‘customary” procedure (p. 77); 
the opposite is more customary and less confus- 
ing, especially if at other places of the book (pp. 
81, 188) money income is plotted along the axis 
of ordinates. The discussion of the index-num- 
ber problem is hardly comprehensible for stu- 
dents; comprehension is encumbered partly by 
the fact that whole lines in the graph are meant 
when only single points are mentioned (p. 83). 
Income elasticity of demand is discussed but not 
defined (pp. 79, 87). A “‘firm’s demand curve” 
is once defined as if it meant “‘real” selling possi- 
bilities (p. 90), then again as if it referred to the 
seller’s conjectures. The definition of the ‘“mar- 
ket”’ is so formulated that it does not cover im- 
perfect markets, especially markets with dis- 
criminatory prices (p. 92). The substitution of 
the new term “noncost outlays’ for the “more 
customary word rent” (p. 105) needs more ad- 
vertising than a footnote. (At least my resist- 
ance against the new coinage is not yet over- 
come.) The complications of opportunity-cost 
reasoning through nonpecuniary returns from 
different occupations (pp. 107 ff.) are, in their 
present formulation, beyond the grasp of under- 
graduates. The production function is not ade- 
quately explained or illustrated (pp. 1009 ff.). 
The units of hydrogen and oxygen, which com- 
bine to make water, are mistakenly called 
“‘molecules”’ instead of “atoms” (p. 121). The 
law of variable proportions is defined in terms 
of marginal, rather than average, returns (p. 
116), while the explanation of the “three stages 
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of the law of proportionality” runs, as it must, 
more in terms of average returns (p. 125). 
When it is said that, “if the fixed service is free, 
the entrepreneur will . . . . operate at the begin- 
ning of the second stage” (pp. 124-25), the 
flexibility of the amount of “fixed” service 
should be mentioned. That a railroad with 
underutilized tracks “will be operating subject 
to increasing returns” (p. 135) is wrong no 
matter whether marginal or average returns are 
meant; the “spreading of overhead”’ should not 
be called “‘increasing returns.” The second foot- 
note on page 140 is such a “boner” that we had 
better delete it and blush silently. Problems 4 
and 5 on page 146 are badly worded and do not 
give all the data which are needed for their solu- 
tion. “Short-run normal” on page 148, line 8, 
should read “long-run normal.” That money is 
“tied up in short sales” (p. 150) is true only 
under particular market regulations, which 
should be explained. Instead of saying that, 
following an increase in demand, additional 
productive services are hired “until the values 
of their marginal physical products fall . . . . un- 
til they again equal the prices of the services” 
(p. 185)—which is misleading, because no fall 
in values is involved—we had better say “until 
the values .. .. no longer exceed the prices of the 
services.” I must add one general defect of the 
book: engrossed in the explanation of various 
technical points, the author often fails to make 
clear what their significance for actual problems 
might be. The instructor will have to add his 
comments in this respect if the student is not to 
lose perspective. 

This list of defects is long, but a list of special 
commendations, if such were prepared, would 
be much longer. Stigler has the rare gift of 
avoiding unnecessary words and of putting the 
essentials into phrases which have poignancy 
and punch. Many ideas have never found a 
more felicitous expression. Such conciseness and 
clarity of exposition make economic theory 
easier but, of course, not easy. The senior course 
in economic theory will not, because of the fine 
textbook, become a “snap.” However, Professor 
Schumpeter, in a review of the book (American 
Economic Review, XXXII [December, 1942], 
844) wonders why it should be called “ad- 
vanced.” He praises it as an excellent “intro- 
duction on an elementary level” and would use 
it for the theoretical parts of the “general in- 
troductory course in economics (such as Har- 
vard’s ‘Ec.A.’).” This challenge to teachers— 
which some, regrettably, might misinterpret as 
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“Harvard smugness”—is based on the state- 
ment that “the intellectual effort it (Stigler’s 
book] calls for is much below that required, at 
the comparable stage, from the student of theo- 
retical physics.”” Professor Schumpeter forgets 
that physics students are carefully selected 
through the tacit or official prerequisites in 
mathematics, whereas, perhaps unfortunately, 
no such selection process is applied to economics 
students. So long as economics is open to fresh- 
men or sophomores without any prerequisites, 
Stigler’s book remains “advanced economic 
theory.” This does not mean, however, that the 
book should be used only in graduate courses. 
Advanced economic theory must definitely 
become a required course in the undergraduate 
curriculum in economics. Stigler’s chapter iv, 
for example, expounding the “fundamental 
quantitative relationships,” should be fully 
mastered by any student who earns a Bachelor’s 
degree in economics. 

Fritz MACHLUP 
University of Buffalo 


Entrepreneur|ijal Costs and Price: A Reconsider- 
ation of Competitive and Monopolistic Market 
Theory. By GEORGE JOHNSON Capy. Evans- 
ton: Chandler’s, Inc., 1942. Pp. x+227. 
$2.00. 

Professor Cady has published a preliminary 
edition of what is apparently a textbook in ad- 
vanced price theory—the subtitle is more de- 
scriptive: A Reconsideration of Competitive and 
Monopolistic Market Theory. Considerable dis- 
satisfaction is expressed with received doctrine 
(preface, chap. xv); but, except for one point to 
be raised below, one feels that the criticisms are 
made chiefly because this is always fashionable. 
Some of the criticisms are misleading (e.g., the 
pricing of joint products has been subjected to 
much more detailed analyses by Fanno and 
others than Cady offers), and the remainder are 
equally valid against Cady’s own presentation, 
which is in essentials orthodox—and correct! 

The new thread running through the volume 
is provided by the discontinuous supply curve. 
The existence of this discontinuity is attributed 
to differences among plants and firms in the al- 
ternative earnings of “fixed” or “constant” fac- 
tors. Since techniques, proportions among fac- 
tors, and alternative uses vary among plants, 
there will be a different minimum price for each 
plant below which its fixed factors will be shifted 
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to some other industry. Hence a sequence of 
firms will leave (or enter) an industry as the 
price of the product falls (or rises), and the de- 
parture (or entrance) of a firm will entail a gap 
in the supply curve equal to its minimum out- 
put at the critical price. Discontinuous supply 
curves are derived for numerous market situa- 
tions, and in many of them the discontinuity 
leads to theories of instability (e.g., when a de- 
mand curve cuts through a gap in the supply 
curve). 

Professor Cady is right in stressing the point 
that “fixed” factors may have important alter- 
native uses, but the reviewer believes that the 
importance of this point is exaggerated. The 
issue is, of course, relevant only to short-run 
normal price, and the contrary view (p. ix) is de- 
fensible only on some new (and unstated) defini- 
tion of the short run. (Certain results turn on a 
questionable comparison of long-run costs of a 
prospective firm with short-run costs of an ex- 
isting firm.) If there is a general business de- 
pression, the earnings in alternative uses of 
equipment of any one industry are likely to fall 
about as fast as the price of the industry’s prod- 
uct. If only one industry is depressed, the possi- 
bilities of shifting are greater, but even here 
there is a strong barrier: the “fixed” factors 
usually vary widely in their degrees of speciali- 
zation; and, if the least specialized factors are 
transferred, the remainder will often become 
worthless. A shift, moreover, depends upon the 
probable duration of low prices and of superior 
earnings elsewhere (neither of which is consid- 
ered in detail by Cady), so it is impossible to say 
that a shift will occur when the price falls to any 
assigned level. It is surprising, incidentally, 
that Cady does not consider the (theoretically 
equally important) case of discontinuous de- 
mand curves for factors and equipment. The re- 
viewer’s feeling is that supply discontinuities 
may be important in the case of duopoly; but, 
unless and until their significance has been dem- 
onstrated empirically, they should not be in- 
cluded in the general theory of price. 

Various types of competition and monopoly 
are analyzed in the nine chapters which form 
the core of the book. These chapters are on the 
whole competently done, and only minor ques- 
tions of omission are in order. Thus only price 
agreements are considered under duopoly and 
only fixed, proportions under joint costs. The 
chapters on general equilibrium and the busi- 
ness cycle are less impressive; there is a good 
deal of very general and inconclusive discussion, 
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virtually all of which could be reversed by the 
exercise of ingenuity. 

One may infer from certain passages that 
Professor Cady intends to submit the theory to 
empirical tests. In this task he will no doubt re- 
ceive the encouragement of the theoreticians 
and the sympathy of the statisticians. 


GEORGE J. STIGLER 
University of Minnesota 


Die Gesellschaftskrisis der Gegenwart. By Wi1- 
HELM ROpKE. Erlenbach-Ziirich: Eugen 
Rentsch Verlag, 1942. Pp. 410. 


Of late, economic liberals in the truer sense, 
striving to preserve and to enlarge the range 
of individual freedom in economic affairs, have 
become fewer, and their voices sound fainter in 
the din of the modern mercantilism. But here 
comes a message from brave little Switzerland, 
both of warning against present economic tend- 
encies and of faith and hope in the liberal way 
out. 

The author is an “Aryan’’ refugee from Ger- 
many who is now professor in the Institute of 
International Studies at Geneva. He combines 
evangelical zeal for true liberalism with tradi- 
tional Teutonic scientific thoroughness; but he 
modestly describes his book as no more than a 
preliminary essay on a problem to the solution 
of which many more years of labor must be 
given. 

What is the present social crisis in Western 
lands, as the author conceives of it? Despite his 
wide scholarship, evidenced by a wealth of quo- 
tations, of ingenious analogies, and of descrip- 
tive terms, the reader may find it hard to dis- 
cover the answer to this question (or perhaps 
just because of these qualities). It has not, as 
might at first be assumed, anything directly to 
do with the present political situation in Europe. 
The discussion remains remarkably aloof from 
the war. In the gamut of the nations, as the 
author arranges it, the United States had al- 
ready reached the highest pitch of the crisis in 
the mad twenties when the author was traveling 
among us; and he shows us ourselves as others 
see us. 

The social crisis with which the author is 
concerned is described in general terms (p. 16) 
as “the pathological degeneration of our occi- 
dental society.”” This presents two main as- 
pects: the first, spiritual-moral and the second, 
politico-sociological-economic; but it seems that 
all the other sorts of degeneration are traceable 
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to the degeneration of the economic organiza- 
tion. Other terms used to characterize the na- 
ture of the crisis may be translated as “collec. 
tivism,” “proletariatizing,” “unraveling” (of 
the older social texture), “crumbling,” and “dis- 
integrating.’”’ All these seem to be concentrated 
in the oft repeated term, Vermassung. It is not 
hard to sense the main thought in this word, 
but not easy to find for it a satisfactory transla- 
tion. Excellent authority informs me that the 
essential meaning is “reduction to an amor- 
phous condition, to a mass lacking definite form 
or structure.” But in the author’s thought the 
crisis consists not of the loss of all structure but 
of the recent change from one structure, that 
which displaced the older rural feudalism, to an- 
other, in which big business has created a new 
“industrial feudalism,” as he repeatedly calls it. 
To him the eighteenth century was a golden age, 
and the nineteenth, the beginning of present 
evils. 

The great evil he sees is that the earlier de- 
centralized capitalism of small independent 
ownership and enterprise, in agriculture, indus- 
try, and commerce, is being rapidly displaced 
over wide areas by a highly centralized business 
organization in which the masses of the nation 
are reduced to the status of employees and de- 
pendents of huge aggregations of capital. It has 
brought upon us “the curse of bigness,” as our 
own Justice Brandeis phrased it. 

Equally opposed to the extreme of laissez 
faire liberalism and to collectivism or bureau- 
cratic national planning, the author pleads for 
“the third way.”’ He would seek the better so- 
ciety by a constructive liberalism. The last half 
of the book is a discussion of “‘action’’ by spe- 
cific measures to recover the lost ground, here a 
little and there a little, and further to enlarge 
the realm of individual economic freedom for 
the masses. 

In all this there is, perhaps, a touch of ro- 
manticism and, some will say, an underestimate 
of the potential good in modern improved tech- 
nology; but, withal, there is the wisdom of the 
true welfare economist who sees in human worth 
a wealth more greatly to be desired than mere 
physical possessions. In his advocacy of small 
business the author goes further than do the 
pronounced liberal opponents of monopolistic 
big business in America; but all humane readers 
will find in this message much to reassure and to 
inspire. 

FRANK ALBERT FETTER 


Princeton University 
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Federalism and Freedom: Or Plan the Peace To 
Win the War. By Str GEoRGE Younc. New 
York: Oxford University Press, 1941. Pp. 
xvi+204. $2.50. 

Sir George Young feels so free to sacrifice 
clarity of statement for a pun, an alliteration, a 
paradox, or a picturesque analogy that his book 
is hard reading. For instance: British ideals 
may yet be ruined “if learned adversaries of 
Federalism who cannot see the woods for the 
trees dismiss it finally as an ignis fatuus; or if 
advocates who are ‘making fire of all wood’ dis- 
credit it fatally by a too fatuous ignorance” 
(p. 11). 

Writing six months before the German attack 
on Russia and a year before Pearl Harbor, Sir 
George deals primarily with Europe. He as- 
sumes that “every country, community or con- 
tinent gets the Federalism it deserves or dies. 
Greece died because it could not centralize 
power by federating; Rome because it would not 
decentralize it by federalizing” (p. 14). He 
speaks for a federation of Europe strengthened 
by the federalizing of the great states so that no 
member-state will have over ten million in- 
habitants. Small states of less than five million 
will be combined into federations of at least ten 
million (pp. 22, 30). The system for federalizing 
Germany into ten states, Great Britain into 
seven, and France into six is examined in detail; 
but Spain, Italy, and Poland are also to be 
made into federal states. The Soviet Union 
would be further federalized, and small states 
would be grouped into Iberian, Scandinavian, 
Finno-Baltic, West Slav, South Slav, and Greco- 
Albanian federations. By this process the effort 
in the 1920’s to squeeze the ‘“‘Axis”’ between the 
Anglo-French and the Soviet “Axle,” followed 
by the effort of the Axis in the 1930’s to over- 
whelm both Western capitalism and Soviet com- 
munism by the Blitzkrieg, would be succeeded 
by European federation in which all nations 
would be protected and individual rights would 
be guaranteed (p. 89). 

In this complicated system each of the sev- 
enty or eighty ultimate states of Europe would 
owe allegiance to its own federation, to the Eu- 
ropean federation, and perhaps eventually to a 
world federation. Sir George, however, is skep- 
tical in this book as to the co-operation of the 
United States (p. 158) and does not anticipate 
a world organization immediately (pp. 24, 26). 
Like E. H. Carr (Conditions of Peace |New York, 
1942]), he regards Anglo-Russian collaboration 
for European union as the first step. The Euro- 


pean federation would have an air force to pre- 
serve internal peace and to maintain its security 
through balancing power with other Continen- 
tal unions (p. 25). Britain, Russia, and Turkey 
would be in the European federation only in re- 
spect to their European domains (p. 30). The 
constitution of the European union would com- 
bine “Congressional government in politics with 
corporative government in economics, while 
substituting a political Directory for personal 
Dictatorship” (p. 34). 

Twelve years earlier Sir George Young had 
thought Briand’s plan for European union was 
more “Utopian than utilitarian.” He wrote in 
1930: 

As the British see it, this plan which subordi- 
nates economic cooperation to political combination, 
which sets up an independent European political in- 
stitution in competition with the League, and which 
makes disarmament dependent on diplomatic com- 
binations directed against such people as France as- 
sumes to be aggressors, is a utopian appeal which 
deserves a sympathetic response but a utilitarian ap- 
proach that is from a wrong angle [Q. Wright (ed.), 
Interpretations of American Foreign Policy (Chicago, 
1930), p. 84). 


Six months after completing the present vol- 
ume, he wrote a postscript. Russia was now in 
the war and the United States was Lend-Leas- 
ing. He said: 

Some of us would have preferred to make peace 
without the help of Americans; some of us would still 
prevent, if we could, making peace with the help 
of the Germans and Russians. We have so far re- 
fused but shall soon have to be resigned to all these 
participations owing to Providence having enlisted 
these peoples in our cause [p. 196]. 


Changed conditions create changed opinions. 
Sir George seems to have moved from the 
League of Nations, to European union, and then 
to the United Nations. 

Sir George is against laissez faire economics 
and also against Communist economics, but 
leans toward the latter. Many economists will 
be surprised to find him saying: 

The moral obligation of paying one’s money 
debts which is observed with such splendid self- 
respect and self-sacrifice mainly by those who are not 
“monied” is just about as “moral” as the obligation 
to prosecute a family feud or to perjure oneself in a 
divorce case [p. ror]. 


He believes that attempts to protect prices by 
tariffs or cartels contribute to war, but “state 
trading by barter, quotas, subsidies, embargoes, 
exchange clearances, currency devaluation”’ can 





268 


be “‘courses contributory to economic peace by 
establishing first a national and finally an inter- 
national control of European economics” (pp. 
97-98). Former President Hoover and former 
Ambassador Gibson consider the latter types of 
commercial barrier much worse than tariffs (The 
Problems of Lasting Peace [New York, 1942], 
pp. 212 ff.). 

Automatic economic adjustment by the pric- 
ing system in free markets does not appeal to 
Sir George, but he contemplates with equanim- 
ity economic war between government-managed 
state and federal economies. Each state might 
be empowered, he writes, ‘‘to exclude or expel 
any product or person it considered deleterious 
or dangerous to its social system, economic sta- 
bility, or standard of living,’”’ while the union 
might be empowered “‘to impose against it, if 
necessary, corresponding exclusions and embar- 
goes until a working agreement was arrived at” 
(p. 95). It appears that Sir George favors politi- 
cal rather than either economic or legal processes 
for making fundamental adjustments. He will 
even permit secessions from the union on the 
theory that “the best constitutional protection 
against secession and civil war would be the ab- 
sence of any constitutional prohibition of it as 
then there would be no casus belli” (p. 95). 

Sir George is anxious to prevent war, and he 
distinguishes remedies from causes. He says: 
“The causes of this war are fundamentally eco- 
nomic”’ (p. 98), referring to “exploiting econom- 
ic pressures” between either nations or classes; 
but he insists that “law is the only remedy for 
interminable war and war is the sole relief from 
intolerable law” (p. 141). The opposite of war, 
he says, is not peace but law (p. 179). While 
seeking to avoid “constitution mongering” and 
expressing but slight respect for traditional in- 
ternational law, he believes ‘“‘we must base our- 
selves on the firm footing of such Law as is left” 
and make a constitution which “not only regu- 
lates recourse to war by both ancient and mod- 
ern methods” but also “‘eradicates the economic 
and ethnic causes of war’ (pp. 164, 165). Ap- 
parently we are to infer that the economic war- 
fare advocated is to be kept within the limits of 
law. It seems odd that, with his general recog- 
nition of the expediency of keeping political 
units small, he is so ready to see economic units 
enlarged both in area and in authority. Would 
it be easier to keep governmentalized economies 
from practicing unfair methods of competition 
than to restrain private economic enterprises 
from such practices? 
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The book is provocative and represents more 
solid thought than the flippancy of its style 
might suggest. The writer criticizes the diplo- 
macy of Britain and the neutrality of the United 
States in the 1930’s, and his analysis of the 
political forces responsible for the present war is 
interesting. His proposal for a federalization of 
political power and a governmentalization of 
economic power in a European union resembles 
the plan of E. H. Carr and suffers the same de- 
fects of economic analysis. Sir George Young 
sees clearly that modern military technique 
and modern economic interdependence require 
changes in international relations, but he neg- 
lects to examine the arguments by which others 
have inferred from these conditions that econ- 
omy must be made as automatic as possible and 
polity must be made as global as possible. 


QuINCy WRIGHT 
University of Chicago 


Generals and Geographers: The Twilight of Geo- 
politics. By HANS W. WEIGERT. New York: 
Oxford University Press, 1942. Pp. x+273. 
$3.00. 


German Strategy of World Conquest. By Drr- 
WENT WHITTLESEY with the collaboration of 
Cuartes C. Cotsy and RicHarp Hart- 
SHORNE. New York: Farrar & Rinehart, 
Inc., 1942. Pp. xiii+293. $2.50. 


The World of General Haushofer: Geopolitics in 
Action. By ANDREAS DoRPALEN. New York: 
Farrar & Rinehart, Inc., 1942. Pp. xxi+337- 
$3.50. 

The three books of Dorpalen, Weigert, and 
Whittlesey, published simultaneously around 
the turn of the year, convey a fairly appropriate 
impression about German geopolitics. But they 
must be read together and read critically. If 
that is done, the diligent reader will be re- 
warded by an insight into the most amazing 
scheme of thought that has been produced in 
the period between the two world wars and into 
one of the most revealing controversies in Amer- 
ican social and political thought. 

It must, of course, be understood that any 
book which deals with the fairytale braintruster 
of Germany and his host of disciples at a time of 
war must necessarily be tinged with the aims of 
the propagandist rather than with the ideals of 
the scholar. After all, Karl Haushofer’s own 
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previous publications have been vitiated by the 
same color, and, even more, he admits fully his 
partisanship in those rare instances where the 
scholar in him overcomes the passionate politi- 
cian. The truth we are seeking, he says in the 
last pages of the Geopolitik des Paszifischen 
Oseans, is only ‘‘subjective truth’’; that is to 
say, our judgments are conditioned by our ex- 
periences in the past and molded by our wishes 
for the future. The problems of geopolitics be- 
come, thereby, closely related to, and only com- 
prehensible through, the questions which are 
raised by the sociology of knowledge. 

Among the three books in question Wei- 
gert’s book is the most subjective, but it is at the 
same time the most frank in owning up to its 
subjectivity. His book is, as the author himself 
puts it, ‘not written in an icily detached mood,” 
although he is, of course, wrong in believing 
that this is “the realm of the disciples of Geo- 
politics in Germany—and in the United States.” 
All of them, to be sure, are judging things and 
events from their respective points of view. 
Weigert seems to recognize this when he says 
that geopolitics is a different science in every 
nation, thereby indicating that it reaches dif- 
ferent conclusions upon identical data according 
to the position and the intentions of the ob- 
server. 

Weigert is objective enough to see that in 
being anti-Haushofer he must also be anti- 
Spykman, but his presentation is torn between 
divergent emotions. On the one hand, he de- 
plores the lack of geographic training in the past 
and hails the resurgence of geographic studies as 
a means to understanding the forces operating 
in world politics; he thinks we ought to learn 
from the enemy in that respect. He stands “in 
awe of Sir Halford Mackinder’s genius” and as- 
serts that his reasoning is following Haushofer’s 
course “because it is unrivalled.’ He stresses 
America’s share in the pivotal area of world 
politics around the “Arctic Mediterranean” 
and, accordingly, sees America’s fate closely 
tied up with the fate of Russia and even China 
(which, to be sure, nowhere borders on the 
Arctic region). But he invokes, on the other 
hand, the “‘idealistic conceptions of Christian- 
ity, humanity, and democracy,” which should 
unite the peoples of North America, Russia, and 
China, not so much because these countries are 
already democracies as because they are sup- 
posed to become democracies in the future. 
Obviously, the idealistic reasoning can be tied in 
only artificially with the geographical. 
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Weigert’s assertion that geopolitics advo- 
cates geographical determinism and material- 
ism is not entirely unfounded, but it is much too 
sweeping a statement. As it stands, it reveals 
more of Weigert’s position than of Haushofer’s. 
Haushofer admits, in a naively quantitative 
statement, that only 25 per cent of political 
events are determinable by geography, while 75 
per cent are to be attributed to human will- 
power and heroic efforts. The 25 per cent are 
the plank from which we plunge into the rest. 
In a happier formulation, which he repeats over 
and over again, he compares geography with a 
static frame within which the dynamics of his- 
tory unfolds itself; his Geopolitik des Pasifischen 
Oseans is devoted to an exploration of the inter- 
connectedness of geography and history and his 
book on Japan und die Japaner bears the sub- 
title of a “geography and ethnography of Ja- 
pan.” The real difference between Haushofer 
and Weigert is that Haushofer is interested in 
peoples and nations as collective entities in 
space and time while Weigert’s globe seems to 
be peopled with individuals engaged in the pur- 
suit of happiness. 

All this makes Weigert’s book, not less than 
Haushofer’s writings, highly interesting to the 
social psychologist. Both are unusually edu- 
cated and unusually sensitive authors. Weigert 
is at his best when he unveils the intangibles 
that form the background of geopolitics. He 
emphasizes correctly that geopolitics aims at a 
total political science and not simply at a re- 
evaluation of political geography. His chapters 
on “Spengler, Russia, and the Future” and on 
“‘Haushofer, the Party, and the Army” are 
highly enlightening, although they are based 
more on conjectures than on ascertainable 
facts. No personal relationship, to be sure, ex- 
isted between Spengler and Haushofer; but 
both are imbedded in romantic thought; both 
are disgusted with the materialistic West and 
look for redemption from the mysterious East; 
both despise economics, extol politics, and en- 
visage an iron age of Caesarian rule on a here- 
tofore unprecedented scale. Spengler’s dictum 
that armies and not parties are to be the deci- 
sive force in the world age upon which we enter 
is probably the key to a proper evaluation of 
Haushofer. Weigert’s keen insight that ‘“Haus- 
hoferism” is not so much the power behind the 
throne as the formidable counterpart of “Hit 
lerism”’ is his most valuable contribution to the 
current discussion on geopolitics. 

Derwent Whittlesey’s German Strategy o. 
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World Conquest is less imaginative than Weig- 
ert’s Generals and Geographers, but it is much 
more factual. Whittlesey, himself one of our 
best-known geographers, had the collaboration 
of two other distinguished authorities in the 
field—Professors Charles C. Colby and Richard 
Hartshorne—and of a whole staff of research 
workers besides. The research was undertaken 
under the auspices of the National Planning 
Association. The outcome is a book which is 
distinguished by cool reasoning, by ample 
quotations from German literature, by trans- 
lations of geopolitical idioms, by an excellent 
although far from comprehensive bibliography 
of geopolitical authors, and by many maps 
reproduced from the Zeitschrift fiir Geopolitik 
and other sources. Especialiy the chapter on 
propaganda, dealing with the various tech- 
niques of school training, adult education, pub- 
licistic activities, and suggestive maps, is 2 
masterpiece of clarity and brevity; and so 
are the chapters on “Psychology and Geog- 
raphy,” on “The Pan-German League,” and 
the geographical description of the German 
plans of conquest. Equally meritorious is the 
reproduction of the symbols that are being 
used on the maps of the geopoliticians. Yet, 
the book as a whole is disappointing because 
of precisely the opposite reason which accounts 
for the shortcomings of Weigert’s book: it is 
full of well-considered details, but it takes geo- 
politics merely as a venture in the depart- 
mentalized field of political geography and does 
not grasp its character as a totalitarian philoso- 
phy. It is true that the authors start out in a 
promising way by digging up the political, phil- 
osophical, and scientific roots of the Nazi pro- 
gram and by tracing geopolitics back to an in- 
tellectual seed in the past. But the explanation 
thus achieved is patchy and without integra- 
tion. It strings together carefully selected ut- 
terances from German authors through the cen- 
turies while it neglects similar utterances from 
non-German sources. It does not even attempt 
to tie in the quotations with their general phil- 
osophical and sociological background; it omits 
the most important connecting links, such as 
the Romantic and Historical schools of thought; 
and it separates completely whatever isolated 
findings there are from the major part of the 
book, which explains, on a purely geographic 
basis, what geopolitics is today. Moreover, it is 
in this opening part that the propagandist over- 
comes the scholar in the most deplorable way. 
Of course, the authors, in contradistinction to 
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Weigert, conceive of themselves as perfectly ob- 
jective. Yet their reasoning falls in line with a 
widespread but nonetheless biased attempt to 
explain the colossal crimes and blunders of Hit- 
ler’s gang by an initial viciousness of German 
political thought and not by the necessities of 
revolutionary change. This goes so far as to 
compare the medieval colonization of eastern 
Germany, which lasted for centuries, with the 
modern Blitzkrieg and to misrepresent com- 
pletely Kant’s cosmopolitanism and Nietzsche's 
“Gules Europaeertum” for the sake of an over- 
simplified presentation. More deplorable still, 
not even the propaganda effect is achieved in 
such fashion. Nothing should suit Dr. Goebbels 
better than this confirmation of his old propa- 
ganda line, namely, that Hitler is the glorious 
sum-total of the German past and not merely 
its unscrupulous compiler. If we are to attack 
the German past, lock, stock, and barrel, along 
with the Nazi present, we shall surely succeed in 
driving the last anti-Nazi into Hitler’s fold. 
In a review on a book whose translations 
have been carefully checked by a professor of 
German at Princeton University, a few remarks 
on translations seem to be in order. Volk ohne 
Raum is not “folk without room” but “folk 
without space or territory’; Anthropogeogra- 
phische Dynamik is not “dynamics of race ge- 


ography” but “‘population dynamics” ; Wieder- 
aufstieg vergewaltigter Erdréume means not 
“restoration of conquered regions” but “rebirth 
of oppressed peoples” (literally, “earth areas”); 
Raumsinn means not “sense of area”’ but simply 
‘geographical sense,” though an even better, if 


somewhat unwieldy, translation would be 
“sense for the spatial implications oi life.” This 
leads us to a further remark on the, unfortu- 
nately already widely popularized, mistransla- 
tion of “Lebensraum” with “living space,” as if 
it were to be opposed to something like “dying 
space” insiead of with “‘life-space” as opposed 
to “lifetime.” The concept of “Lebensraum” as 
it was originally introduced by Ratzel in his 
famous essay, is clearly an ecological concept, 
although it has subsequently been merged with 
psychological notions and finally put to misuse 
in Axis propaganda. This should have been 
brought out in a book which otherwise is ad- 
mirable in its minutely careful methods of re- 
search and in its attempt at a sober evaluation. 

Andreas Dorpalen’s book seems to me by far 
the best of the three books in question, and it 
may therefore be discussed briefly. It is most 
congenial to the topic it describes and, for that 
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reason, can be recommended not only to the 
general reader but also as a textbook. It con- 
tains, instead of isolated quotations, full trans- 
lations of a large amount of geopolitical litera- 
ture, including non-German writers, such as 
Halford Mackinder and Rudolf Kjellén, who 
have been instrumental in building up geopoliti- 
cal thought. The selections are preceded by in- 
troductory chapters by the author and, in spite 
of minor misunderstandings, combine factual 
analysis with philosophical integration in a 
superb way. The presentation is scholarly 
throughout and propagandistic efforts are con- 
spicuous by their absence, although the book is 
rightly critical of geopolitical concepts and is 
written from an American point of view. The 
remarks on such seemingly simple but actually 
complex concepts as “space” and “‘boundary” 
are particularly enlightening. The book is di- 
vided into seven chapters, namely, “What Is 
Geopolitik?” ‘The Theory of Geopolitik,” 
“Geopolitik and World Politics,” “Geopolitik 
and Economic Policy,” “Geopolitik and Popu- 
lation Policy,” “Geopolitik and War,” and a 


“Conclusion’”’; it covers the wide field of geo- 
politics satisfactorily. Slightly more stress could 
have been laid on Haushofer’s attempts to link 
Germany’s fate with the various independence 


movements in southeast Asia and the expected 
colored world revolution. But the masterly 
treatment of Japan as a geopolitical school com- 
pensates for that. 

The economist will appreciate the chapter on 
economic policy, dealing as it does with au- 
tarchy, large-space economy, and economic pol- 
icy as a power-political weapon. Likewise to be 
appreciated is the special chapter on war geo- 
politics, particularly its elaboration on the dif- 
ferentiation between continental and naval 
strategy. A further feature of Dorpalen’s book 
is his report on geopolitical manometers. These 
manometers are defined by the author as “‘cer- 
tain political, economic, geographic, etc. symp- 
toms which are supposed to gauge existing pres- 
sures and thus to indicate probable forthcoming 
developments.” Of such manometers, capital, 
urbanization, power fields, marginal growths 
(better, “fields of force” and “spearheads of ex- 
pansion’’), and finally cultural trends, receive 
special attention. 

It is not possible in this review to report at 
length the comments which each one of the 
three authors has to make on the actual plans of 
conquest that have been devised by German 
Seopoliticians or which, at least, can be read be- 
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tween the lines of their prolific and at times am- 
biguous writings. Frankly, we do not know 
much about them. It seems probable that 
Haushofer has underestimated America, but the 
evidence is not clear. Certainly, the sociologist 
must caution against an overemphasis on hu- 
man will-power. Moreover, the stage of world 
politics is in constant flux, and even the keenest 
insight cannot predict the future course of revo- 
lutionary events. But it can be said without ex- 
aggeration that a careful and comparative read- 
ing of the three books will prove to be an eye- 
opener to many Americans and a help to them 
in making up their own minds. 

In conclusion, the keynote that has been 
sounded in the beginning of this review should 
be recalled. It should be understood that the 
current discussion of geopolitics signifies a divi- 
sion of minds along the age-old line which has 
been elaborated in recent years by Karl Mann- 
heim and Edward H. Carr. If this is so, then we 
have, on the one hand, the realists or, as Karl 
Mannheim calls them, the “‘ideologists,” taking 
their point of departure from what is; and we 
have, on the other hand, the idealists or utopi- 
ans, steering their course toward what ought to 
be. Now, in that sense geopolitics is clearly a 
realistic scheme, both because of its foundation 
upon the features of the earth’s surface and with 
regard to the flexibility of its political applica- 
tion. In contradistinction, Christianity and de- 
mocracy (as ideas, not as actualities) are moral- 
istic and utopian concepts. Weigert, then, is 
bent upon a noble but hardly realizable task if 
he wants to combine “‘geographical sense” with 
“lofty ideals.” Whether the last sentence of 
Whittlesey’s book represents a similar attempt 
at reconciliation is difficult to tell; but the main 
impression to be derived from his presentation 
is that he is not aware of the conflict at all. 
Spykman, attacked by Weigert for exactly that 
reason, is clearly on the geopolitical side, and 
this seems likewise to be true of Dorpalen. The 
conflict is most accurately stated by Colonel 
Herman Beukema, of the United States Mili- 
tary Academy, in his Introduction to Dorpa- 
len’s book. He says: 


The serious study of Geopolitics does invite one 
hazard. The human products of an era of sentimen- 
talism in which Fascism and Communism were too 
often terms of opprobrium rather than fields of scien- 
tific investigation, an era in which the connotation of 
“liberalism” covered the whole gamut from black 
reaction to do-nothing passivity, will be tempted to 
place its taboo on Geopolitics. The part played by 
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Geopolitik in laying the foundations for this war, and 
the philosophical bankruptcy of Geopolitik’s denial 
of moral forces as a factor in international politics 
will carry great weight with such sentimentalists. 
Both vision and courage will be needed of the educa- 
tors pioneering in a field inseparably linked with the 
immediate safety and the future welfare of all na- 
tions. 


Colonel Beukema, occasional moralistic ration- 
alizations notwithstanding, may be taken as the 
representative of American “realism” of the 
Time-Life type, while Hans Weigert appears as 
the flagbearer of American “idealism” of Henry 
Wallace’s denomination, although he strives to 
fortify his position with geographic arguments. 


WERNER J. CAHNMAN 
Fisk University 


The Truth about Soviet Russia. By SIWNEY and 
BEATRICE WEBB. With an essay on the 
Webbs by BERNARD SHAW and a summary 
of the constitution and working of Soviet 
Communism: A New Civilization by BEa- 
TRICE WEBB. New York: Longmans, Green 
& Co., 1942. Pp. 128. $1.50. 


The bulk of this little volume comprises an 
article by Beatrice Webb “reprinted with modi- 
fications and additions from the Introduction” 
to the 1941 edition of Soviet Communism: A 
New Civilization, and the text of the Constitu- 
tion of 1936 as translated by Anna Louise 
Strong. It will be remembered that Soviet Com- 
munism was first published in the spring of 1936 
before the text of the new Soviet Constitution 
was made available. The present offering of the 
Webbs is an attempt to extend their benevolent 
interpretation of the Soviet system to this con- 
stitutional charter. As was to be expected, the 
distinguished British social reformers, now over 
eighty, are entirely unrepentant: they still hold 
that “the U.S.S.R. is the most inclusive and 
equalized democracy in the world.” They main- 
tain, as they did in 1936, that Stalin is not a dic- 
tator because there is no provision in Soviet 
law for the office of a dictator. The Webbs 
argue, on the other hand, that “by declaring, in 
May, 1941, a state of unlimited national emer- 
gency, President Roosevelt legally assumes a 
virtual dictatorship of the United States.” Mrs. 
Webb admits that “I had a stop in the mind” 
when she read Article 126 of the Constitution, 
which, by implication, eliminated all political 
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organizations other than the Communist party, 
But she and her husband soon came to the con- 
clusion that in a backward country still in the 
throes of a social revolution “there is no alterna- 
tive to the One-Party System.” This assertion 
is supported by examples of the reported failure 
of the two-party system in Turkey and of the 
difficulties encountered in educating the “‘lliter- 
ate and uncivilized peoples” of Africa and the 
West Indies in the art of self-government—a 
comparison which might well shock the suscepti- 
bilities of Moscow. Mrs. Webb, moreover, 
dwells with relish on the failings of the two- 
party and many-party systems in the United 
States, Great Britain, Germany, France, and 
other countries. In striking contrast to the al- 
leged decadence of parties in the Western de- 
mocracies, the Communist party of the Soviet 
Union is pictured as “‘a political, intellectual and 
legislative élite enjoying the confidence of the 
people by its disinterestedness, its superior 
training, and its practical insight.”” The Webbs 
fully justify the treason trials on the ground of 
expediency; and, although they deplore the 
“disease of orthodoxy,” as they euphemistically 
describe the suppression of all opinion unfavor- 
able to Communism, they “venture to prophesy 
that this form of intolerance . . . . will prove to 
be merely the growing pains of a new social or- 
der which has struggled into existence in a hos- 
tile world.” They make no attempt to explain 
how their interpretation of the “multiform de- 
mocracy”’ in the U.S.S.R. is to be reconciled 
with the technique and results of Soviet elec- 
tions when some 99 per cent of the votes are in- 
variably cast for the sole official candidate, just 
as they are in Fascist Italy and National Social- 
ist Germany. Nor do they mention the illumi- 
nating fact that Article 12 of the Constitution— 
‘work in the U.S.S.R. is a duty, a matter of hon- 
or for every able-bodied citizen’”’—a provision to 
which they attach the greatest importance, has 
its exact counterpart in the program of the Ger- 
man National Socialist Party (1920) and in the 
Italian Charter of Labor (1927). 

Mrs. Strong’s admirable translation of the 
Constitution does not include the very impor- 
tant amendments adopted by the Supreme 
Soviet after 1936. In view of the contents of 
this volume, the title under which it is published 
appears singularly inappropriate. 


MIcHAEL T. FLORINSKY 


Columbia University 
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Aspectos de la teoria marxista del capital. By 
PEDRO BARNETCHE GONZALEZ. (Thesis, Uni- 
versidad Nacional Autonoma de Mexico.) 
Mexico: Privately printed, 1941. Pp. 111. 


This is a Master’s thesis presented to the 
School of Economics at the National University 
of Mexico. The author gives a systematic and 
very lucid account of Marx’s theory of repro- 
duction and accumulation of capital as found in 
Volume II of Das Kapital. The basic relations 
of this theory are set forth in the form of alge- 
braic equations, which state the equilibrium 
conditions which must be satisfied in order to 
preserve the balance between the output of pro- 
ducers’ goods and the output of consumers’ 
goods, as well as between saving and the expan- 
sion of the output of producers’ goods. On the 
basis of the algebraic formulas thus obtained, 
the effects of changes in the organic composition 
of capital, in the rate of surplus value, and in the 
distribution of surplus value between saving and 
consumption are studied. This is all done with 
great lucidity, and the essay compares very 
favorably with any American Master’s thesis in 
economics. It does not, however, contribute 
anything new. 

The author is not acquainted with the vast 
literature on his subject which has been pub- 
lished in German or with the few studies in the 
subject published in English, French, or Italian. 
Thus he does not try even to attack the more 
serious problems involved in the Marxian theory, 
and the reasoning by which he establishes his 
final conclusions is rather naive. For instance, 
he establishes elaborately the quite evident 
proposition that, unless there is a sufficient in- 
crease in output, labor-saving technological 
progress (an increase in the organic composition 
of capital, in Marxian terminology) leads to un- 
employment, and he thinks to have thus dis- 
covered the “fundamental contradiction of 
capitalism” (pp. 60-61). But output and the 
change in the technological conditions of pro- 
duction are not independent variables, and the 
real problem is how the latter affects the first. 
This cannot be answered without taking into 
account a number of additional economic rela- 
tionships. All these problems, however, are 
passed over by the author, though a mere pe- 
tusal of Volume III of Das Kapital should have 
sufficed to make him aware of some of these ad- 
ditional relationships, not to speak of more re- 
cent theoretical literature on the subject. In 
consequence, even as a mere exercise in Marxian 
theory, the study contributes nothing. 


A final chapter on “The Significance of Capi- 
talism” is devoted to polemics against Carl 
Snyder’s Capitalism the Creator. The author 
does it with great success, which is not astound- 
ing in view of the fact that his job is a very easy 
one. There is one quite amusing detail to report. 
On page 79 he speaks about the existence of “an 
imperialism waging war against Germany.” 
This helps us to date the book. If it had been 
written after June 22, 1941, the sentence would 
no doubt have been changed to “German im- 
perialism which wants to subjugate freedom- 
loving peoples.” Such details do not increase 
our confidence in the author’s power of historical 
prevision. 

Oscar LANGE 
University of Chicago 


Economics: Principles and Problems. By JAMES 
E. Morrat, C. LAWRENCE CHRISTENSON, 
Mark C. Miits, Witi1Am C. CLEVELAND, 
SAMUEL E. BRADEN, and GERALD J. MATCH- 
ETT. 3d ed. Based on the original text by 
LioneL D. Epre. New York: Thomas Y. 
Crowell Co., 1942. Pp. xiv+1022. $4.00. 


Six Indiana University men have written 
this third edition of Edie’s book, and it is “based 
on the original text.” “The present authors. . . . 
have conscientiously attempted to carry on the 
spirit and tradition of the earlier editions de- 
spite the drastic textual revision called for by 
present conditions”’ (p. v). 

The book is divided into eight parts and 
forty chapters, and it contains over 1,000 pages, 
78 tables, and 78 figures or graphs. The parts 
cover “A Panoramic View of the Economic Sys- 
tem’’; “The Basic Economic Processes”; “The 
Mechanism of Exchange”; “Exchange in the 
Economy of Specialization’; “International 
Economic Relations”; “Governmental Func- 
tions and Finance’’; ‘““The Problem of Risk’’; 
and “Some Major Economic Problems.” 

The theoretical treatment of each subject, or 
part thereof, is accompanied by a “practical” 
or “realistic” discussion. ‘The objective has 
been to use the realistic background of economic 
life as a vehicle for developing principles and 
methods of thought” (p. vii). In general the 
theoretical parts are orthodox in content and 
are stated well and within reasonable length. 
But this reviewer is not so favorably impressed 
by a considerable part of the “realistic” discus- 
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sion. Some of it is too diffuse, if not ill organized, 
and much of it is either too advanced or too en- 
cumbered with detail for students in the “prin- 
ciples’? course. There is some danger that the 
principles may be shaken out or lost in the bag- 
gage of the “vehicle” of “realistic background 
of economic life.”” Some of the “realistic back- 
ground,” as well as some of the theory, would 
be more suitable for specialized textbooks. Too 
much elaboration is a danger to be guarded 
against in a textbook having miscellaneous 
parentage, where each author is tempted to 
write a book in his special field. This book 
might have been strengthened if it had been 
shortened by, say, three hundred pages. 

In style the book seems to have been studi- 
ously written for the ‘‘middle-C”’ group of stu- 
dents. Short elementary sentences predomi- 
nate. Repetitiousness is excessive. Italics so 
abound as to be distracting. Some resort is even 
had to man-in-the-street terminology and dis- 
course. The middle-C student will love it—if he 
reads it at all—and the authors entice him to 
read. 

The functions of money (p. 127) and of com- 
mercial banks (p. 166) are stated somewhat ex- 
travagantly and rest on stronger faith than 
many eminent men possess. “Pure profit, in 
large part, is not a thing separate and distinct” 
but is “a form of wages of management itself,” 
which “arises from the scarcity of managers” 
(p. 644). This is too simple and is not in har- 
mony with either the better views on profit 
theory or the variability of profit. Does either 
scarcity or ability of managers vary as profit 
does? 

The analysis of normal price and normal 
supply (pp. 366-70) is good but it is suffi- 
ciently ambiguous to make it uncertain what 
the “normal-supply curves” (p. 370) mean or 
whether they are drawn either accurately or in 
accord with the analysis preceding them. Dif- 
ferential costs and rents to intramarginal pro- 
ducers are mentioned. Although rents appar- 
ently are not included in costs, intramarginal 
firms produce to “the intersection of marginal 
and average cost” when selling price is higher 
and equal to minimum average cost of the mar- 
ginal firm. Intramarginal producers should 
produce until marginal cost equals selling price, 
or differential costs should disappear through 
inclusion of rents in costs. 

LEwIs SEVERSON 


Beloit College 
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French Predecessors of Malthus: A Study in 
Eighteenth-Century Wage and Population 
Theory. By JosEPH J. SPENGLER. Durham: 
Duke University Press, 1942. Pp. ix+398. 
$4.50. 

This study in the economic history of eight- 
eenth-century France gives a detailed presenta- 
tion of the population and wage doctrines preva- 
lent at the time. The period was marked, in 
French social thought, by the coexistence of 
various schools of thought. The volume sur- 
veys the schools and their chief representatives 
in considerable detail. The emphasis is upon the 
positions held by the writers; only occasionally 
is more than passing attention given to the 
sources of the beliefs expressed or to their de- 
velopment; the general movement in the con- 
tent and method of thought is incidental to the 
author’s problem. 

In an introductory chapter the author sur- 
veys French population comment prior to the 
eighteenth century, giving chief attention to 
Bodin and to the general conclusion that the 
writings show no genuine body of population 
theory. The belief that population growth is 
desirable was generally accepted, but there was 
no discussion of the determinants of the in- 
crease. The two following chapters present the 
opinions held by the “neomercantilists,” the 
“agrarians,” and the “repopulationists.” The 
theory of luxury as expressed by Cantillon and 
his chief followers is set out in chapter iv; and 
chapter v presents the physiocratic conception 
of population as it was worked out by Quesnay 
and his leading followers. The next three chap- 
ters on the philosophers, the ‘“‘neophysiocratic 
economists,” and the “extreme antiphysio- 
crats” present the views of writers who, with 
varying degrees of emphasis, opposed the physi- 
ocratic approach to population phenomena. A 
final critical chapter summarizes the chief doc- 
trinal positions and the circumstances leading 
to the changes in these doctrines. The author 
classifies the propositions with which the writers 
are concerned under three heads: (a) the effects 
of population growth and variations in popula- 
tion growth, (b) the determinants or causes of 
population growth and of variations in the rates 
of growth, and (c) the evaluations of population 
trends and policies determined by the dominant 
value schemes of the society. 

The study is a competent and methodical 
piece of historical research. It is well document- 
ed and is provided with an adequate Index. 

E. B. REUTER 


University of Iowa 
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The Analysis of Economic Time Series. By 
Haro T. Davis. (“Cowles Commission for 
Research in Economics,”’ Mono. 6.) Bloom- 
ington, Ind.: Principia Press, Inc., 1941. 
Pp. xiv+620. $5.00. 


No reader can claim that he has not had his 
money’s worth from this volume in terms of 
paper and ink, charts, references, and ideas. 
But it is not the systematic treatise to which the 
author refers in the Preface. There is no essen- 
tial unity to the subject matter dealt with, and 
the treatment is very spotty. However, there is 
little or no overlapping between this and any 
other available work, not written by Professor 
Davis. 

The first seven chapters are concerned with 
statistical methods, while the next five consist 
of diverse economic applications: analysis of the 
distribution of income, the quantity equation of 
exchange, stock-market forecasting, and ex- 
planation of cycles. Of these applications the 
reviewer was most impressed with chapter viii 
dealing with the last-named subject, and least 
impressed with chapter x, “The Dynamics of 
Trends from the Point of View of the Equation 
of Exchange.” 

The universality of Professor Davis’ thought 
and interests is reflected in the final chapter, 


wherein an “economic time series” theory of 
history is expounded. This is not to be confused 
with Marxian economic determinism, being 
rather sui generis. A few quotations drawn at 
random may be reproduced: 


We shall advance the tentative hypothesis that 
revolution is likely in any economy where the con- 
centration ratio exceeds a certain critical value, and 
that a civil war is likely in any economy where the 
concentration ratio falls below a certain critical 
value [p. 435]. . . . . The great fortresses of the Magi- 
not line were taken with scarcely a blow. Why this 

It is not difficult to infer that 
the industrial dislocations, inevitable when there 
prevails a low concentration of wealth, furnish a 
partial if not a major interpretation of the situation 

The great increase in the wealth, pres- 
tige, and well-being of the United States since 1880 
is told more eloquently by the production curve for 
pig iron than by pages of special incident. No period 
in history, with the exception of the sixteenth cen- 
tury in Spain, has shown so remarkable an advance 
in culture and well-being as that which has taken 
place in the United States during the half century 
from 1880 to 1930 [pp. 575-76]. 


Additional evidence from the Encyclopaedia 
Britannica and from Pitirim Sorokin is brought 
forward to testify that rising prices are good for 
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art and falling prices bad for candidates coming 
up for re-election. 

Not the least valuable feature of the chapter 
on the distribution of income is the extensive 
Bibliography. Because of his preoccupation 
with Pareto curves, Professor Davis holds the 
usual belief that inequality for the distribution 
as a whole moves in the same way as that of the 
tail. Empirical work of Mendershausen, Peck- 
man, and Lintner shows the reverse to be the 
case; and common sense would suggest that the 
Lorenz curve should be given a “twist” by 
prosperity, the increased inequality at the tail 
being more than compensated by the increasing 
equality of income incident upon the abolition 
of unemployment. On the technical side there 
appears to be at least one mathematical error in 
Davis’ derivation of the “‘new general distribu- 
tion function.” This function has the advantage 
of being like a Pareto curve at its extremity, at 
the same time that it possesses a mode. 

As might be expected of a professional mathe- 
matician, Professor Davis’ comparative ad- 
vantage lies in the field of statistics rather than 
economics, and it is to the first seven chapters 
that we must turn with the greatest interest. 
Chapter i gives a good brief historical summary, 
which should not be too technical for most 
readers. Chapter ii provides an introduction to 
harmonic analysis, the periodogram, and orthog- 
onal functions, which should prove useful in 
intermediate courses. Chapter iii, in the re- 
viewer’s opinion the best in the book, provides 
a useful introduction to the generalized har- 
monic analysis of Norbert Wiener, to the con- 
cepts of serial correlation, and to the concept of 
a stochastical difference equation, as first con- 
ceived by Yule. 

In many parts of chapter iv, dealing with 
random series, the author makes grateful ac- 
knowledgment to the work of Herbert E. Jones. 
As a measure of randomness the author discusses 
Goutereau’s constant; this seems definitely in- 
ferior to the ratio of the mean square successive 
difference to the variance studied by Young, 
Williams, von Neumann, and others. Not only 
has the exact distribution of this ratio been 
worked out for normal populations, but com- 
plete moment reiationships for any population 
have been derived. Unlike Goutereau’s con- 
stant, its expected value is independent of the 
form of the universe specified, provided that the 
series is random. The discussion of the intro- 
duction of harmonic components by repeated 
summation is not related to the work of Slutsky, 
although a citation to the latter is included else- 











where. The section on sequences and reversals 
should be compared by the reader with the work 
of Wallis and Moore (“National Bureau of 
Economic Research,’’ Occasional Paper 1). 

In chapter v the author introduces a novel 
concept of the degrees of freedom of a sequence 
of numbers which is highly questionable. Ac- 
cepting its definition literally, every sequence 
including a ‘‘random” one has only a single de- 
gree of freedom, because there always exists a 
family of orthogonal sequences of which only 
one term is necessary in order to duplicate the 
series perfectly. The author’s method of trend- 
fitting described in chapter vi has been found, 
in the reviewer’s experience, to be definitely in- 
ferior in practice to the well-known method de- 
scribed by R. A. Fisher and to the less well- 
known method of A. C. Aitken. 

To facilitate tests of significance of harmonic 
elements devised by Fisher and Walker, Davis 
has presented useful tables. He does not discuss 
the efficiency of these tests. Indeed, nowhere in 
the book is there a discussion of the modern 
theories of estimation and distribution associ- 
ated with Fisher and Neyman. 

The reviewer has dwelt upon shortcomings 
of the book because economic statisticians do 
not always have the necessary technical equip- 
ment to ferret out points of difficulty. But he 
would like to conclude with an affirmation of 
the many solid contributions of the work and 
the assertion that this is a book which should be 
in the library of every statistical economist. 


Pau. A. SAMUELSON 


Massachusetts Institute 
of Technology 


Parity, Parity, Parity. By JoHn D. Biack. 
Cambridge: Harvard Committee on Re- 
search in the Social Sciences, 1942. Pp. xi+ 
367. $2.00. 


To begin with, I would recommend the read- 
ing of the first five to seven chapters and the 
last nine. These chapters will leave the reader 
with about the same views as will the whole 
book and save a great deal of time. They will 
give the reader a clear idea of the purpose of the 
book and will not entirely wear him out. (Chart 
I in chap. xvi, with the comments on it, may 
very properly be omitted by those at all in a 
hurry.) These two parts of the book can be 
read quite readily, and the rest left out without 
losing the author’s views. The reasons for leav- 
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ing out approximately a third of the book, near 
the middle, is the tediousness of reading it. 
Some of the charts are imperfect and hard to 
understand. What is more, the story is substan- 
tially complete without this middle third. A 
special student will find many very interesting 
charts and explanations of the same in this 
middle portion of the book, but the ordinary 
reader, including many economists, will tire of 
the long series of charts, many of which are 
comparatively easy to read and many others of 
which require considerable study. 

After giving the question a good setting in 
chapter ii, under the title of ““The Farm Bloc vs. 
the Nation,” Professor Black undertakes to 
show that the farm bloc—what is left of it— 
now undertakes to manage affairs when the farm 
leaders, politically minded, undertake to look 
out for themselves respecting farm rights; and 
then he starts out on a long list of topics, only 
more or less closely related. We may note that 
it is not altogether clear why Professor Black 
speaks of Mr. Peek’s Equality for Agriculture 
rather than of the “Peek and Johnson” work 
under the same title. The first copy which I saw 
of this work, undated, was received early in 
January, 1922, and signed by both Peek and 
Johnson. This first appearance of the McNary- 
Haugen bills contained the essence of the con- 
gressional fight for seven years. Dr. Hugh S. 
Johnson appeared to be the main defender of the 
proposed bill at Washington in 1922. A little 
later it was Peek who became the prime worker. 

Very many readers will be interested in chap- 
ter v, in which it is shown that, mainly by figur- 
ing, it may appear that the parity ratio forwheat 
is anywhere from 61 to 82 cents. Real facts were 
undergoing change, such as the cost of tractors 
and automobiles, of which farmers bought 
many. Again, a big difference was made in the 
findings by shifting from wholesale to retail fig- 
ures of what farmers bought. 

Jumping, then, from chapter vi or vii to 
chapter xvi, the advice to the reader is to deal 
lightly with this chapter until he gets about six 
pages into it. Chart I will not be missed in the 
least if omitted. On page 226 a reference is 
made to Chart X of chapter vi. But there is no 
Chart X, and Chart IX does not seem to fit the 
citation very clearly. However, we accept the 
statement that agriculture was losing out in re- 
lation to the income received by labor, and we 
heartily agree that industry and labor “had bet- 
ter share some of their riches with agriculture 
when they have them to spare!” But we think 
they will not do so except under compulsion. 
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Professor Black tells the rest of the world 
how it may help agriculture: “The way in which 
the rest of society may help agriculture is to get 
every urban dweller at work, and then provide 
a big vacuum in addition that will draw in the 
surplus farm population of the over-populated 
‘tural’ areas.”” This would be a grand thing for 
agriculture if it could be done. The first move 
is to get every urban dweller at work. But the 
reason they are not at work is that other urban 
dwellers have replaced them and will do the 
work they were recently doing, by machinery, 
at a lower rate, and with less friction. To re- 
employ all these discharged men either requires 
a war, such as we have, or it takes more organiz- 
ing ability than any business world has yet pos- 
sessed. It means that our employers must go 
against the instinct and judgment which they 
have followed for a hundred years, during which 
time they have hired more men when business 
was good and fired them when it was bad. Are 
these businessmen of city and village at all likely 
to re-hire the men and women whom they dis- 
charged at the preceding payday because they 
had found out how to get along without them 
and because they were not worth what they 
were getting? To start up some line of work 
which has never been tried is risky, and to in- 
crease sales along lines which are well known 
and are running at a pace already known 
is incurring a risk. “The New Deal theorists 
wanted a ‘sound’ recovery, rather than a quick 
one.” Yes, but many Old Dealers were buying 
seasoned securities and watching the returns on 
them go down but were afraid to venture in new 
investments, while the New Dealers tried 
schemes which gave us our setback in 1937 and 
1938. In fact the “publicly induced and almost 
engineered”’ businesses are not too promising. 

“Agriculture’s failure to gain more than 6 
per cent in volume in these two years now ap- 
pears to have been a mistake” (p. 334). This 
presumably means during the years 1940 and 
1941. But what was there to suggest that we 
should produce more? Presumably nothing ex- 
cept the war. We had too much wheat, corn, 
and cotton and had to pay out of some sort of 
taxes several cents per pound to the growers on 
cotton, while the amounts produced exceeded by 
up to 100 or 200 per cent the amounts used. 
Wheat was at such desperately low prices that 
we had to pay farmers a bonus for growing it to 
keep it out of the so-cent price range, and even 
within the last nine months we have sold it to 
farmers at stock-feed prices, in order to make 
room for the oncoming bushels. This writer can- 


not see why we should have stored up more of 
the leading crops of the country than big yields 
and lack of foreign demands compelled us to 
take care of, even though within the next year 
or two we might be a little short. We have for 
several years had on hand embarrassing 
amounts of cotton, corn, and wheat. 

In the closing pages of the book Professor 
Black expresses some excellent ideas. He does 
not suggest that the world war may disturb the 
course of economic-cycle events, though with- 
out doubt it can and will. It is to be hoped that 
in settling up after the present war is over we 
will do a vast deal better than we did twenty- 
five years ago. 

There are so many errors in this book that 
one can hardly refrain from mentioning a few. 
On page 6 we find the expression “in these 
United States,” although the name “United 
States”’ is construed as singular. The explana- 
tion in parentheses on page 94 is not clear, and 
the chart has no sign to show that the left-hand 
column is dollars. Also, on page 102 the chart 
does not state that the left-hand column shows 
percentage of national income, labor force, etc. 
On page 111 the “a”’ in the paragraph below the 
table should be out or the sentence recast. The 
paragraph on page 115 just below the table is 
only half applicable. Chart I on page 239 has 
but two chart lines instead of three as desig- 
nated. On page 281 it would seem that the 
word “milk” should be inclosed in brackets 
rather than parentheses. There seem to be some 
small mistakes in tables on pages 333 and 335. 
It is better to say ““among”’ than “between”’ eco- 
nomic groups when there are supposedly three 
of them, on page 351. These are merely samples 
of many minor errors in the book. 

All told, the book is good, though it by no 
means needs to be such difficult reading in 


many places. 
B. H. Hrpparp 


University of Wisconsin 


The Panic of 1857: An Analytical Study. By 
Grorce W. VAN VLECK. New York: Co- 
lumbia University Press, 1943. Pp. xi+126. 
$1.50. 

This short study is primarily designed to pro- 
vide an explanation, rather than a detailed fac- 
tual history, of the panic of 1857. In this expla- 
nation especial stress is placed upon European 
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conditions, which the author feels have been too 
commonly overlooked as a factor in this crisis. 

The first two chapters are devoted to the 
American background, particular emphasis be- 
ing placed on two points: (1) the inherent weak- 
ness of the American banking system, with its 
decentralization and lack of specie reserves suf- 
ficient to withstand any serious foreign drain 
and (2) the “deep seated dependence of Ameri- 
can economic life on that of Great Britain” and 
the fact that American foreign trade rested al- 
most exclusively on British credit. Chapter iii, 
devoted to the European background, is the 
most original and valuable contribution of the 
study, particularly the portion dealing with con- 
ditions in France. It is held that in the period 
1850-57 France “was the center from which eco- 
nomic fluctuations radiated,” this being due, not 
to the strength, but to the weakness, of France’s 
economic life (p. 42). By 1855 the expansion of 
trade and credit in both England and France 
had become too great for the increased stock of 
gold, and this situation was subsequently ag- 
gravated by the various events causing an ab- 
normal drain of specie to the Near and the Far 
East. The resulting French raids on the English 
gold reserves were a big factor in creating the 
financial difficulties in England, which in turn 
reacted upon the United States. The next two 
chapters trace the course of events in the United 
States during the crisis year of 1857 and the re- 
covery of the two following years. It is conclud- 
ed that ‘“‘a careful examination of world eco- 
nomic conditions during the ten years prior to 
1857 leaves no doubt that the causes of the panic 
were as much or more European than Ameri- 
can”’ (p. 105). 

The evidence which is presented in support of 
this conclusion seems to apply chiefly to the 
monetary and banking situation, which immedi- 
ately brought on the crisis in the year 1857. 
There is need for a more detailed explanation as 
to just how conditions in Europe during the 
preceding decade helped to build up a situation 
in the United States that had become so pre- 
carious by 1857. Some of these conditions are 
noted, such as the changing demand for Ameri- 
can foodstuffs or the decline in the London mar- 
ket for “Yankee rails.”’ Still we could wish for 
more light on the part played by European con- 
ditions in the speculative activities in land, rail- 
road construction, and other fields during this 
decade. Also, what part did they play in the 
violent reaction which the West experienced in 
1853-54 or the slightness of the reaction in other 


sections and in the subsequent resumption of 
speculative activities in 1856? 


CHESTER W. Wricut 
University of Chicago 


Social and Political Doctrines of Contemporary 
Europe. By MicHAEL OAKEsSHOoTT. Cam- 
bridge: At the University Press; New York: 
Macmillan Co., 1942. Pp. xxiii+241. $2.75. 
This is a book of source materials on the five 

leading social and political doctrines of contem- 

porary Europe, namely, “Representative De- 
mocracy,” “Catholicism,” ‘“Communj-n,” 

“Fascism,” and “National Socialism.” The 

first edition of the work was published in Eng- 

land in 1939; since that time a second edition 
was published in 1941, in which certain addi- 
tions were made to the sections on “National 

Socialism” and “Representative Democracy.” 

The present, or American, edition, published in 

1942, contains introductory notes to each sec- 

tion by Professor Ogg, of the University of Wis- 

consin. A general Introduction to the readings 
by the author marks a high point in the work. 
The author tells us that he experienced some 
difficulty in bringing together representative 
readings on liberalism or representative democ- 
racy owing to a lack of precision and system in 
democratic thought. In the choice of his read- 
ings in this field he endeavors to select passages 
which will not confuse liberalism “with the 
crude and negative individualism” which is apt 
to be associated with it. Four of the nine read- 
ings on representative democracy are selected 
from the writings of the “middle-aged, middle- 
class, mid-Victorian” John Stuart Mill. The 
other passages come from De Tocqueville, Abra- 
ham Lincoln, Thomas Paine, Cobbett, and 
Green. It is doubtful if any two authorities 
would agree on the best and most representative 
passages of this school of thought, yet one might 
question the advisability of giving so much 
space to the brilliant Mill (or perhaps, as Pro- 
fessor Hearnshaw would say, “the humane and 

muddle-headed” Mill). One may without im- 

pertinence inquire if this does not date repre- 

sentative democracy too strictly in the nine- 
teenth century and associate it with the errors 
and extremes of that period. Representative 
democracy is both older and younger than the 
nineteenth century. 

All the readings are, for the most part, intel- 
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ligently chosen. The attention of Professor Ogg, 
however, ought to be called to the error in the 
following statement: “Catholic doctrine is 
enumerated, interpreted, and applied to prac- 
tical situations through a single channel—the 
Vatican—whose every pronouncement on what- 
soever subject fixes belief on that subject for all 
Catholic Christendom.” Surely, Professor Ogg 
does not believe what this statement implies! 
Papal pronouncements on social, political, and 
economic problems are received by Catholics 
with respect, but no Catholic is bound to accept 
them as dogma. 

JeRomME G. KERWIN 
University of Chicago 


Peace Plans and American Choices: ThePros and 
Cons of World Order. By ARTHUR C. MILLs- 
PAUGH. Washington: Brookings Institution, 
1942. Pp. vii+-107. $1.00. 

The subject of world organization following 
the war is analyzed on the pattern of a debater’s 
handbook. Following a brief Introduction, we 
next find three chapters dealing with groups of 
proposals. The three plans of chapter ii center 
around America, under the heads of “Leader- 
ship,” “Mastery,” and “Balancing of Power.” 
Chapter iii, “Hands across the Seas,’’ considers 
four plans for limited international co-operation, 
a British-American Alliance, Anglo-American 
Federal Union (including the British Domin- 
ions), a Union of Democracies, and Close Co- 
operation of the United Nations. In chapter iii 
we are introduced to three “Regional Arrange- 
ments,” covering, respectively, the Western 
Hemisphere, Europe, and Asia. The case of a 
revived League of Nations and that of “A 
‘Stronger’ Association” are treated in separate 
chapters; and a final chapter discusses “pro- 
cedures,” with specific reference to A Cooling- 
Off Period. The author states that he has re- 
fused to consider plans which stand no chance of 
adoption, particularly by the United States, and 
makes this specifically rule out the idea of a 
World State. 

It must be said that the task attempted has 
been exceedingly well performed. It is a limited 
task, and the author makes no false pretensions 
about it. The meaning of each of the dozen pro- 
posals is clearly stated, and the case for and 
against it very succinctly and readably, even en- 
tertainingly, presented as a series of numbered 
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“points,” usually in a brief paragraph. The 
treatment is at the level of critical common sense 
rather than either political philosophy or politi- 
cal science; but even the specialist will find the 
book well worth the little time required to read 
it, and it deserves wide distribution for individ- 
ual study and use in discussion groups. It is, of 
course, little more than an outline and starting- 
point. There is no deep philosophical analysis 
either of the bases of international differences 
and conflict or of the social processes involved in 
political discussion and the conditions of reach- 
ing agreement. The literary presentation strikes 
the reviewer as being in about the right vein for 
popular appeal and group use. The author has 
rather leaned backward against overseriousness 
or solemnity in a field where this would be a 
natural temptation. He succeeds in using rather 
bright, catchy phrases, without giving any im- 
pression of frivolity; and the text has been fur- 
ther enlivened by charming drawings (by John 
W. Collins), illustrating most of the sections. 

The Introduction warns against the difficul- 
ties of the subject and limitations of the method 
and particularly against a number of words with 
a “moral slant” and with little definite meaning 
—what Veblen called “honorific” terms. He 
even anticipates the probable impression of the 
book on “that hypothetical person called the 
Layman, or the General Reader,” in the form of 
the following imaginary soliloquy: 

When I finished reading this baker’s dozen of 
proposals, with the arguments for and against them, 
I had become repeatedly a believer and in turn an 
unbeliever. In every case, though first converted by 
the affirmative, I finally gave the decision to the 
negative! In the end, my impression was that all the 
proposals were of about equal importance, that the 
various arguments on one side or the other seemed to 
have about the same weight, except that the pros 
were invariably knocked out by the cons, and that in 
the end every single one of these plans had been 
eliminated. 


The chapter on the League of Nations is 
much the longest in the book (pp. 67-88), and 
its long introductory section and carefully for- 
mulated pros and cons—eleven of the one and 
twelve of the other—give an excellent informa- 
tive summary and appraisal. And perhaps the 
most valuable feature of all is the next to the last 
chapter, dealing with the idea of strengthening 
the League and offering interesting concrete 
suggestions in this connection. 


FRANK H. KNIGHT 
University of Chicago 
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Inter-American Affairs, 1941: An Annual Sur- 
vey: No. 1. Edited by ArtHur P. Wuir- 
AKER. New York: Columbia University 
Press, 1942. Pp. vii+-240. $3.00. 

This volume is a disappointment—not be- 
cause it lacks merit, for on the whole it is well 
executed, but because the time and money spent 
on it should have been employed in the support 
of more essential research. Vital subjects are 
neglected by the Carnegie Foundation, and by 
others as well, while scholars are encouraged to 
spend their time on handbooks dealing with 
current affairs. Only those with free access to 
the files of the government can obtain accurate 
information on present-day inter-American re- 
lationships, and such information, for the most 
part, is not revealed either to the public or 
to scholarly compilers because of the world 
crisis. Funds of the foundations are concen- 
trated in the hands of a small group, and their 
executive heads are not well advised. Culture 
suffers from a sort of bureaucracy. 

The volume consists of six chapters, four 
appendixes containing materials which, in the 
main, can readily be found elsewhere, and maps 
taken from publications with a far wider circu- 
lation than this book is likely to have. Three of 
the chapters—“‘A Half-Century of Inter-Ameri- 
can Relations,” “Politics and Diplomacy in 
1941,” and “Summary and Prospect”’—are writ- 
ten by the editor. The other three—“‘Econom- 
ics and Finance in 1941,” “Cultural Relations 
in 1941,” and “Public Health, Social Welfare, 
and Labor [in 1941]”—are written by George 
Wythe, Rex Crawford, and William L. Schurz, 
respectively. All are capable men, and their 
efforts have not been entirely wasted, because 
the handbook has some value as a reference 
work for students and lecturers. But their time 
could have been employed to much greater ad- 
vantage. The bibliographical notes, admittedly 
incomplete, omit several significant current 
volumes. 

J. Frep Rippy 

University of Chicago 


Financing Government in Michigan. By ROBERT 
S. Forp, with the collaboration of ALBERT 
Waxman. (“University of Michigan Gov- 
ernmental Studies,” No. 9.) Ann Arbor: 
University of Michigan Press, 1942. Pp. 
Vi+213. $1.00. 
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This survey of state and local governmental 
finances of Michigan covers the period 1913-40 
and is No. g in the series of “University of Mich- 
igan Governmental Studies,” under the author- 
ship and direction of Professor Ford. The Fore- 
word states: 

It was necessary to place the emphasis upon 
state finance because data are not available to show 
the total cost of local government. Local costs, 
however, were estimated on the basis of annual 
property tax levies, and these were combined with 
state expenditures to show the over-all costs of state 
and local government in the state. In addition a 
detailed study of the cost of local government in 
Michigan for the year 1936-37 was made in the 
Bureau of Government; this material is incorporated 
in Chapter IV, which deals with both local and state 
expenditures. 

Heretofore, no detailed study has been available 
to show, over a period of years, the amounts spent 
in performing the various governmental functions 
and the amounts spent for state government and for 
state assistance to local units; moreover, federal 
expenditures in the state and state expenditures 
financed with federal funds have not been compiled 
previously to show the rising importance of the 
Federal Government in state and local affairs. 


The five chapters after the Introduction are 
entitled “State Disbursements,” “State Re- 
ceipts,”’ “The State Deficit,” “State and Local 
Finance,” and “Economy in State and Local 
Expenditures.” 

The authors discuss improvements that have 
already been made and that should be made un- 
der three heads: (1) economies in state govern- 
ment, (2) modernization of local government, 
and (3) state supervision of local financial prac- 
tices. They state that Michigan now has a firm- 
ly established merit system and a modern ac- 
counting system; it has made some improve- 
ments in centralizing revenue administration, in 
purchasing, and in raising salaries to secure bet- 
ter personnel. The modernization of local gov- 
ernment has made some progress also but has 
been much retarded by home-rule sentiment. 
State supervision of local financial practices has 
beex discussed for some time and has made some 
headway but has not yet reached the point 
of providing adequate or uniform reports so that 
the legislature or anybody else can get an ac- 
curate over-all picture of just what the local 
units are doing. With the furnishing of so much 
aid to local units the state should and could 
remedy this situation if the people of Michigan 
really want it remedied. 

The reader would infer from this and other 











Br 





40 
h- 
Ir 


on 
Ww 
s, 
al 
th 
te 
a 
n 
e 
d 
e 











BOOK REVIEWS 281 


studies that, during the interlude between the 
two world wars, similar developments in gov- 
ernmental finances have been taking place in 
Michigan as in various other states: great in- 
creases in expenditures and great, but somewhat 
smaller, increases in revenues; great increases in 
state aids to local governmental units; and 
enormous increases in federal aid to state and 
local governments and individuals, the larger 
units becoming ever more important in the con- 
trolling of expenditures, taxes, and policies of 
gowernment generally. The numerous scattered 
protagonists of home rule now appear to serve 
more as drags on the development of the effi- 
ciency that modern centralized administration 
might conceivably provide than as a united con- 
structive force and supplier of ideas and good 
will which might render the individual citizens 
of a large modern state real and effective partici- 
pants in what is supposed to be a progressive, 
democratic government of a free and enlightened 
people. 

Roy G. BLAKEY 
University of Minnesota 


British Labour’s Rise to Power. By Cart F. 
Brand. Stanford University: Stanford Uni- 
versity Press, 1941. Pp. xi+305. $3.50. 

A Short History of Labour Conditions under In- 
dustrial Capitalism, Vol. I: Great Britain & 
the Empire, 1750 to the Present Day. By 
Jirncen Kuczynsxi. London: Frederick 
Muller, Ltd., 1942. Pp. 272. 12s. 6d. 


These two books may profitably be read to- 
gether, although in choice of material, method, 
and purpose they are very different. Professor 
Brand’s is the larger volume. It fills three hun- 
dred pages with detailed, carefully documented 
history. It is scholarly and detached in tone— 
an authoritative source of information. It ap- 
pears as Publication No. 17 of the “Hoover Li- 
brary on War, Revolution, and Peace.” Dr. 


‘ Kuczynski, by contrast, writes a short book. 


The style is academic, but the author frankly 
repudiates the claim of disinterested scholarship. 
His talents are avowedly dedicated to the prole- 
tarian cause. 

A Short History of Labour Conditions in 
Great Britain and the Empire is Volume I of a 
projected series of seven volumes, in which 
Kuczynski plans to present a history of labor 
conditions throughout the world from the begin- 


ning of the machine age. It is a brief study 
packed with figures and arguments to support 
the Marxian thesis that under capitalism, in 
spite of the increased production of wealth, the 
position of the worker becomes worse rather 
than better. A brief characterization of the two 
books indicates further the points of contrast. 

British Labour’s Rise to Power presents eight 
separate historical studies of major political 
issues which have confronted the British labor 
movement. Chapter i stands by itself; it bears 
the title “The Conversion of the British Trade 
Unions to Political Action” and deals with 
labor’s part in the suffrage agitations which led 
to the Second Reform Bill of 1867. The other 
seven chapters are devoted to the controversies 
which have arisen within the Labor party over 
issues of wartime collaboration and peace pro- 
grams arising out of World War I and its after- 
math. The volume ends with the story of the 
struggle of moderate socialists to maintain con- 
trol of the British labor movement against the 
wiles of the Third International in the decade 
preceding World War II. 

Dr. Kuczynski begins his history with the 
year 1750. He covers briefly the condition of la- 
bor in Great Britain, India, and the self-govern- 
ing dominions. Statistical data from official and 
other recognized sources are re-worked and pre- 
sented at some length to demonstrate the thesis 
that real wages have not been raised during the 
last two hundred years, or that, if an improve- 
ment in the standard of living has been achieved, 
it has been gained by a greater intensity of effort. 
The lesson Dr. Kuczynski draws from his studies 
is that middle-class reforms have proved futile 
and that “the development of real wages in the 
Empire as a whole is another indication of the 
validity of the socialist point of view.” Out of 
the war crisis he sees emerging a common goal for 
labor and the spirit to fight for better living and 
working conditions. 

Professor Brand and Dr. Kuczynski give us 
two aspects of the British labor movement. 
Reading Dr. Brand’s work, one might feel se- 
cure in the triumph of conservative common 
sense over radical doctrine. History tells us that 
British workers, though tempted, have never 
strayed far from the path chosen for them by 
their moderate leaders. But the warning of 
Dr. Kuczynski’s studies should not go unheeded. 
His manipulation of wage and price statistics 
to prove his point may be questioned, but such 
criticism is not germane to the issue. The radi- 
cal minority element in the labor movement 











does not draw its strength from the “increasing 
misery” of the working class but from an ag- 
gressive desire on the part of workers to enjoy 
more freely the potential achievements of the 
machine age. What practical political issues 
will this desire create for British labor in the 
post-war era? The two books under review do 
not give the answers, but they do present di- 
vergent points of view within the labor move- 
ment which will vie with each other for the 
worker’s support. 

HELEN FISHER HOHMAN 


Northwestern University 


Labour Supply and National Defence. By INTER- 
NATIONAL LABouR OrfFice. (“Studies and 
Reports, Series C [Employment and Unem- 
ployment],”’ No. 23.) Montreal (734 Jackson 

‘Place, Washington, D.C.), 1941. Pp. 245. 
$1.00. 


This book is the first comprehensive report 
on comparative man-power mobilization prob- 
lems during World War II to appear in this 
country. The authors have taken great pains to 
comb through a mass of material relating to the 
development of labor-supply policy in most of 
the major belligerent powers (Great Britain and 
the British Dominions, France, Germany, the 
United States, and Japan) during the period 
immediately preceding World War II and ex- 
tending through the middle of 1941. 

Out of a welter of laws, regulations, news- 
paper reports, and official reports they have 
drawn up a clear picture of the essential man- 
power problems faced by every major power 
during the present conflict. These problems 
they categorize as allocation of man-power be- 
tween the armed forces and industry, control 
of employment (hiring, firing, quitting, and re- 
cruitment), vocational adaptation of the lavor 
supply, mobilization of labor resources (dilution 
of skilled labor, distribution of experienced 
workers, and recruitment of new workers to the 
labor force), and problems of information and 
organization. 

Each of the chapters devoted to these major 
spheres of activity in man-power mobilization is 
introduced by a few pages of penetrating com- 
ment which summarizes and points out the es- 
sential aspects of the labor-supply problem un- 
der discussion. The introductory notes are fol- 
lowed by well-documented and detailed expla- 
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nations of the manner in which the major bel- 
ligerents have attacked the labor-supply prob- 
lem. The report does not purport to do more 
than “present the facts in the shape of mono- 
graphic notes, showing how and to what extent 
labor supply policy has evolved in each coun- 
try.” The study is necessarily an interim report. 
Events have moved swiftly since the middle of 
1941, and not only the authors’ facts but some 
of their generalizations must now be modified 
in the light of subsequent experience. By and 
large, however, their implied conclusions with 
respect to both the future labor-market devel- 
opments and the nature of the measures re- 
quired to cope with these problems in this coun- 
try have proved to be remarkably accurate, 
Although the report is based upon written docu- 
ments rather than firsthand observation, the 
wide background and deep insight of the au- 
thors make the book far more than a digest of 
facts available in written sources. 

The International Labour Office is supple- 
menting this report by additional studies which 
describe specific man-power mobilization prob- 
lems in greater detail. The first of these is a 
comprehensive report, Wartime Transference of 
Labour in Great Britain (“International Labour 
Office Studies and Reports, Series C [Employ- 
ment and Unemployment],”’ No. 24). This vol- 
ume describes not only the legal framework of 
labor transfer in Great Britain but also trade- 
union problems, administrative difficulties, re- 
lationships between production and man-power 
policy, detailed procedures, and a precise evalu- 
ation of results. Both books are valuable addi- 
tions to the literature of labor economics, and 
the detailed studies of specific man-power prob- 
lems, such as labor transfer, provide valuable 
guides to man-power action in this country. 


CHARLES V. Kipp 


War Manpower Commission 
Washington, D.C. 


Wartime Transference of Labour in Great Britain. 
By INTERNATIONAL LaBour Orrice. (“Stud- 
ies and Reports, Series C [Employment and 
Unemployment],” No. 24.) Montreal (734 
Jackson Place, Washington, D.C.), 1942. 
Pp. vi+163. $1.50. 

By the end of the third quarter of 1942 

Great Britain had mobilized 75 per cent of its 
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adult population into war industry, the armed 
services, or other work or service. The present 
study is a detailed description of the methods 
by which transference to warwork has been ef- 
fected. The study is suggestive of policies and 
methods but not a blueprint for handling a sim- 
ilar problem now confronting the United States. 
Great Britain from the beginning of the war rec- 
ognized the necessity of exercising the coercive 
power of government in effecting the redistribu- 
tion and allocation of man-power. The Minister 
of Labour was given complete control over per- 
sons and their services in May, 1940. Through 
a series of regulations following this act, the 
Ministry of Labour has come to “take a strong 
lead,” but only after every effort had been made 
to secure the co-operation of workers and em- 
ployers. 

Many further adjustments have been made 
since this study was published, but the general 
pattern of man-power control had been effect- 
ed. Labor utilization was far from perfect, but 
75 per cent of the adult population was effec- 
tively occupied—a far cry from the 50 per cent 
goal for the United States by the end of 1943. 

The generally co-operative attitude of Brit- 
ish employers, workers, and union officials to- 
ward the man-power controls effective in Great 
Britain makes the present cries of “‘peonage”’ 
and “interference” by our own leaders appear 
a bit silly. 

R. W. STONE 


University of Chicago 


North Africa. By ALAN HoucHTon Broprick. 
New York: Oxford University Press, 1943. 
Pp. v-+98. $1.25. 


Considering its brevity in relationship to so 
complex a subject, this is a truly remarkable in- 
troduction for the reader unfamiliar with a vast 
literature the serious items in which are mainly 
in French. A travelogue arrangement, into 
which a good deal of historical and descriptive 
comment is fitted, makes for interesting and 
connected reading. 

No references are given, but there is a flavor 
which suggests Gautier’s L’ Afrique blanche and 
simple but sound works such as those of Ber- 
nard, Gsell, and Julien. The firsthand observa- 


tion of “White Africa” by the author was tal- 
ented but apparently brief and desultory. There 
is almest nothing on Egypt, and the treatment 
of Italian Libya is short and hostile. The bulk 
of the book is about French North Africa. 

As an observer of other Moslem lands, the 
author sees the Arabicized-Berber character of 
“Africa Minor” or “the Island of Africa.”” His 
historical explanation of this is sound in the 
main. 

Having reached Fez at $:00 A.M. on a sum- 
mer morning, the author found it drab and com- 
pares this native industrial, commercial, and 
cultural center unfavorably with other places. 
An enthusiast for the “oriental,” he goes on at 
length about the patchwork from Roman and 
Punic ruins that is Kairwan, but never men- 
tions Moulay Idris. This is odd. In addition to 
haste and taste, his lack of enthusiasm for Fez 
seems related to a characteristic indifference or 
superficiality about economic matters. 

For instance, he resurrects the discarded 
charge that the Turks closed the routes of orien- 
tal trade (p. 50). Lyautey’s building program 
in Morocco was not financed mainly by “im- 
mense credits drawn on the military budget of 
defence” by an “undisputed dictator... .”’ (p. 
58). That the Djerada coal field was “not 
worked until two years ago”’ (p. 8) is erroneous. 
Output exceeded 50,000 tons per year only after 
the completion of certain basic installations in 
1936. The criticism of Britain for renouncing 
her special rights in Morocco “‘so lightly and so 
inadvisedly .... after the 1914-18 war’ dis- 
plays lack of information. It was done in 1937, 
after long negotiations and for very serious rea- 
sons. 

This account, evidently written before the 
Anglo-American occupation, praises Peyrouton 
(p. 41) but criticizes the sham assemblies of 
Tunisia and Morocco. The French administra- 
tion of Morocco is described as ‘‘a complete au- 
tocracy more rigid than that of any modern 
Tsar of Russia” (p. 61). Why not (pp. 52-53) 
examine the unrepresentative assemblies of Al- 
geria as well, instead of stressing the inability 
of the Moslem majority to vote for a few sen- 
ators and deputies to sit far away in Paris and 
discuss chiefly issues of no concern to Algerians? 

Chapter x, ‘“The Future of Barbary,” is good 
on the religious and political problems but again 
largely ignores the economic issues. One may 
say of this book what it finally does of the 
French, namely, that what they have “‘achieved 











284 BOOK REVIEWS 


in their North Africa, up to now, is, however, 
on the whole, worthy of praise” (p. 80). 


M. M. KNIGHT 
University of California 


Education for Citizen Responsibilities: The Roles 
of Anthropology, Economics, Geography, His- 
tory, Philosophy, Political Science, Psychol- 
ogy, Sociology. Edited by FRANKLIN L. 
BuRDETTE. Princeton: Princeton University 
Press (for the National Foundation for 
Education in American Citizenship), 1942. 
Pp. xiii+126. $1.50. 

A symposium on the roles of anthropology, 
economics, geography, history, philosophy, 
political science, psychology, and sociology in 
education for citizenship is a book which a 
sophisticated reader will be likely to pick up, if 
he does pick it up, with the expectation of being 
disappointed—and so he will not be disap- 
pointed. Skepticism will be aggravated, though 
curiosity may be aroused, if it is noticed that 
eleven essays fill less than 117 pages of text 
(economics is honored with three essays and 
geography with two). One expectation will be 
the meeting with a considerable amount of 
sales talk for the different disciplines. The 
authors have held themselves in restraint fairly 
well in this respect, with the exception of Pro- 
fessor Griffith Taylor, whose essay on geography 
(incidentally twice as long as the average for the 
group including this one) is enthusiastically and 
unabashedly promotional and quite makes up 
for any defects of the others in that regard. One 
might have some sympathy for the promotion 
of the study of geography, in view of the astound- 
ing ignorance of the world map which charac- 
terizes the average university student—but the 
essay treats geography as the basic, central, and 
“correlating” social science and indicates that 
nothing so old-fashioned and vulgar as learning 
what is where is in the author’s mind. 

One feature which may occasion a little sur- 
prise is the amount of consideration given to the 
distinctive problem of pedagogy in several of 
the essays, particularly the one on psychology 
and some of those on economics. It is also inter- 
esting to find Professor Frank Graham utilizing 
the occasion to preach a sermon of denunciation 
of modern civilization in general and education 
in particular for confusing business and eco- 
nomics and accepting the viewpoint of the 
former, which is practically identified with 


“sin.” However, there are good things, neatly 
put, in later sections of the essay. Professors 
E. M. Patterson and J. M. Clark have also con- 
tributed solid and thoughtful, if brief, state. 
ments of what economics is about and is for, 
Professor F. A. Ogg’s treatment of political 
science may also be singled out for commenda- 
tion, though the “‘role’’ claimed or pictured for 
that discipline may appear somewhat magnified 
in relative importance. 

From the standpoint of the subject of the 
book as a whole, what one finds missing is any 
effort at treatment of the general problem, with 
demarcation of the distinctive tasks of the dif- 
ferent disciplines. This, of course, was not to be 
expected in a volume planned in this way, and 
the criticism applies to the project and its plan- 
ners rather than to the authors. But the result 
is that the book throws little light on the prac- 
tical problem of planning education for citizen- 
ship. At most, it may impress on the reader 
some recognition that all the disciplines dis- 
cussed convey important and interesting knowl- 
edge, and give some indication of its character. 
As a matter of fact the explicit references to 
citizenship are few and cursory, and there is no 
serious attempt to characterize the distinctive 
problems, apart from those of living in general, 
and, of course, no effort to show explicitly how 
any branch of knowledge bears on the political 
activity of the voter and potential officeholder 
in a democratic state. 

FRANK H. KnicuT 
University of Chicago 


Democracy by Discussion. By Emory S. Bo- 
GARDUS. Washington: American Council on 
Public Affairs, 1942. Pp. viiit++59. $1.00. 


The title of this booklet is misleading—it 
deals with the organization and conduct of small 
face-to-face discussion groups. In addition to 
the Foreword, there are sixteen “chapters” or 
sections, averaging, as will be seen, about three 
pages each. They deal with the various aspects 
of the subject in tersely practical, common-sense 
terms. Appended is a bibliography of fifteen 
items, chiefly articles, with a sentence descrip- 
tive of each. It gives the impression of being an 
excellent working manual of the subject actually 
discussed but barely mentions the problems of 
large-scale free society. 

F. H. K. 


University of Chicago 
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